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SECTION A:

APPLICANT PROFILE

-
-

3

1. Name of Facility, Agency, or Institution

The Farms at Bailey Station Skilled Nursing Facility

Name

Unaddressed site on Crooked Creek Road, off Houston Levee Road, near the intersection of

Houston Levee and Poplar Shelby

Street or Route County

Collierville TN 38017

City State Zip Code
2. Contact Person Available for Responses to Questions

Jerry W. Taylor Attorney

Name

Stites & Harbison, PLLC

Company Name

Title

jerry.taylor@stites.com
Email address

401 Commerce Street, Suite 800 Nashville TN 37219

Street or Route City State Zip Code
Attorney 615-782-2228 615-742-0703
Association with Owner Phone Number Fax Number

3. Owner of the Facility, Agency or Institution

Luke, Inc.

Name

2171 Judicial Drive, Suite 215
Street or Route

Germantown TN
City State

(901) 794-2598
Phone Number

Shelby
County

38138
Zip Code

4.  Type of Ownership of Control (Check One)

Sole Proprietorship

Partnership

Limited Partnership

Corporation (For Profit)

Corporation (Not-for-Profit) X

monw>

TEQm

Government (State of TN or
Political Subdivision)

Joint Venture

Limited Liability Company
Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

Organizational documentation is attached as Attachment A, 4.
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Name of Management/Operating Entity (If Applicable)

Retirement Companies of America, LLC

Name

6465 Quail Hollow Road, Suite 400 Shelby
Street or Route County
Memphis TN 38120
City State Zip Code

PUT ALL ATTACHMENTS AT THE END OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

A copy of the Management Agreement is attached as Attachment A.5. Although the agreement is
dated April 11, 2005, please note the language in the “Background” section of the Management
Agreement (page 1). The term of the agreement commences upon the opening of the CCRC. The
initial term is 10 years from the date of opening, with options for extension beyond that.

Legal Interest in the Site of the Institution (Check One)

A. Ownership X D. Option to Lease
B. Option to Purchase E. Other (Specity)
C. Leaseof Years

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

Copies of the deeds to the property are attached as Attachment A, 6.

Type of Institution (Check as appropriate--more than one response may apply)

A. Hospital (Specify) [.  Nursing Home X

B. Ambulatory Surgical J.  Outpatient Diagnostic Center
Treatment Center (ASTC), K. Recuperation Center
Multi-Specialty L. Rehabilitation Facility

C. ASTC, Single Specialty M. Residential Hospice

D. Home Health Agency N. Non-Residential Methadone

E. Hospice Facility

F. Mental Health Hospital O. Birthing Center

G. Mental Health Residential P.  Other Outpatient Facility
Treatment Facility (Specify)

H. Mental Retardation Q. Other (Specity)

Institutional Habilitation
Facility (ICF/MR)




8. Purpose of Review (Check) as appropriate--more than one response may apply)

A. New Institution G. Change in Bed Complement

B. Replacement/Existing Facility [Please note the type of change by

C. Modification/Existing Facility underlining the appropriate

D. Initiation of Health Care response. Increase, Decrease,
Service as defined in TCA § Designation, Distribution,
68-11-1607(4) Conversion, Relocation]
(Specify) H. Change of Location

E. Discontinuance of OB Services I. Other (Specity)

F.  Acquisition of Equipment

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]




Bed Complement Data

Please indicate current and proposed distribution and certification of facility beds.

PO

= ow

CZErMrf=r-rITOm@mUOwy>

Medical

Surgical

Long-Term Care Hospital

Obstetrical

ICU/CCU

Neonatal

Pediatric

Adult Psychiatric

Geriatric Psychiatric
Child/Adolescent Psychiatric
Rehabilitation

Nursing Facility (non-Medicaid Certified)
Nursing Facility Level 1 (Medicaid only)
Nursing Facility Level 2 (Medicare only)

Nursing Facility Level 2
(dually certified Medicaid/Medicare)

ICF/MR

Adult Chemical Dependency

Child and Adolescent Chemical
Dependency

Swing Beds

Mental Health Residential Treatment
Residential Hospice

TOTAL

TOTAL
Current Beds Staffed Beds Beds at
Licensed *CON Beds Proposed Completion
0 30 0 30 60
0 30 0 30 60




10.

11.

12.

13.

Medicare Provider Number: To be applied for

Certification Type: Skilled Nursing Facility
Medicaid Provider Number: N/A
Certification Type:

If this is a new facility, will certification be sought for Medicare and/or Medicaid?

The SNF will be certified for Medicare, but not Medicaid.

Identify all TennCare Managed Care Organizations/Behavioral Health Organizations
(MCOs/BHOs) operating in the proposed service area.

UnitedHealthcare

Blue Care

TennCare Select

Will this project involve the treatment of TennCare participants?
No.

If the response to this item is yes, please identify all MCOs/BHOs with which the
applicant has contracted or plans to contract.

N/A
Discuss any out-of-network relationships in place with MCOs/BHOs in the area.
N/A



NOTE: Section B is intended to give the applicant an opportunity to describe the project and

to discuss the need that the applicant sees for the project. Section C addresses how
the project relates to the Certificate of Need criteria of Need, Economic Feasibility,
and the Contribution to the Orderly Development of Health Care. Discussions on
how the application relates to the criteria should not take place in this section unless
otherwise specified.

SECTION B: PROJECT DESCRIPTION

Please answer all questions on 8 1/2” x 11” white paper, clearly typed and spaced, identified
correctly and in the correct sequence. In answering, please type the question and the response.
All exhibits and tables must be attached to the end of the application in correct sequence
identifying the questions(s) to which they refer. If a particular question does not apply to your
project, indicate “Not Applicable (NA)” after that question.

I

Provide a brief executive summary of the project not to exceed two pages. Topics to be
included in the executive summary are a brief description of proposed services and
equipment, ownership structure, service area, need, existing resources, project cost,
funding, financial feasibility and staffing.

Project Description

The Farms at Bailey Station Skilled Nursing Facility (“FBSSNE” or sometimes “SNF”) will be a
licensed skilled nursing facility that will be part of a larger Continuing Care Retirement
Community (“CCRC”). On June 26, 2013 the Agency approved a certificate of need (CN1303-
008A) for the establishment of the SNF and 30 SNF beds. In this application the applicant seeks
an additional 30 beds to be part of the SNF. These beds, as is the case with the 30 previously
approved, will be certified as Medicare-only and private pay will also be accepted.

The larger CCRC, to be known as The Farms at Bailey Station (“Bailey Station” herein) is a
major residential and health care development for the City of Collierville and Southeast Shelby
County. It will ultimately include 266 independent living units constructed as free-standing one,
two and three bedroom townhomes, and 63 independent living garden homes. It will also
include 63 assisted living units, 23 of which will be in a designated Memory Care unit. The
proposed 60 bed SNF will round out the continuum of care. Bailey Station will be situated on
approximately 26.3 acres, and the FBSSNF will occupy approximately 9.3 acres of that tract.

Bailey Station will be developed in two phases. Phase I will include construction of the SNF
facility, 164 independent living homes and 63 assisted living units. ~ Phase II will add the
additional 102 independent living units, the 30 previously approved SNF beds, and the proposed
additional 30 SNF beds if this application is approved.

As a CCRC The Farms at Bailey Station gives seniors the opportunity to reside in one
community for the remainder of their lives as their age and medical needs advance, and the
FBSSNF is a crucial component of the community. Residents of Bailey Station will buy into the
community with an entrance fee, the amount of which will be determined by the size and type of
unit purchased. Title to the living unit will remain vested in Bailey Station, but the resident will
have a life estate (the home is for the resident’s exclusive use and benefit during his or her
lifetime). Each member will also pay a monthly fee, the amount of which is based on several
factors, including the size and type of unit occupied upon entry. As a member of the community,
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each resident will be entitled to a bed in the FBSSNF if and when his or her medical needs
require a skilled nursing bed. Upon the death of a resident, regardless of whether he or she was a
resident in the FBSSNF, the resident’s heir(s) is entitled to a monetary payment in an amount
calculated in accordance with the resident’s contractual agreement.

The other levels of living at the CCRC will be the primary “feeder” for the SNF, after the first
several years. The SNF beds will not be strictly limited to residents who are coming from an
independent living or assisted living unit in Bailey Station, but eventually approximately 8§0%-
85% of patients are projected to be members of Bailey Station. It is not known at what rate this
“intra-community” fill up will occur, but the best estimate is this level will be achieved within 8-
10 years. Because of the size and scope of the Bailey Station project, the applicant is requesting
a 3 year period of validity for this certificate of need.

Services & Equipment

The FBSSNF will provide both intermediate level and skilled level of nursing services. The
facility will have all equipment, facilities and staff needed to provide these services.

Ownership Structure

The owner is Luke, Inc., a not-for-profit corporation located in Memphis. The FBSSNF will be
related by common management through Retirement Companies of America to Kirby Pines
Manor, a CCRC with a 120 bed SNF which has been successfully operating in Shelby County for
over 20 years. The corporate officers of Psalms, Inc. and Luke, Inc. are identical, and there is
one common board member. The Farms at Bailey Station is modeled after Kirby Pines Manor.

The FBSSNF, as well as the larger CCRC, will be managed by Retirement Companies of
America, ("RCA"). RCA has a 32 year track record of success in the planning, development,
marketing, and ongoing management of Continuing Care Retirement Communities. RCA has
experienced direct involvement in over 1,500 CCRC units serving over 2,200 Residents, from
conception through operational management. In addition, RCA has served in a consulting role
for approximately 35 Senior Living Communities around the country in various capacities of
development, marketing, and management. The current President and owner of RCA was one of
the original founders 32 years ago.

Service Area

The Primary Service Area (PSA) consists of 10 contiguous zip codes in southeast Shelby
County. A listing of the zip codes as well as a map showing the location of these zip codes are in
Attachment C, I, Need, 3. The FBSSNF will be located in Collierville, 38017,

Shelby County is the Secondary Service Area (SSA), which also encompasses the PSA. Having
the entire Shelby County as the SSA is necessary in order to analyze bed need under the
Guidelines for Growth, which are based on county—wide bed need and bed inventory.

Both of these service areas are reasonable. The PSA is geographically closest to Bailey Station,
and the household incomes of the area (discussed elsewhere) are adequate to support the
purchase requirements for residents of Bailey Station. And eventually, 80%-85% of the patients
in the FBSSNF will be residents of the Bailey Station CCRC. Shelby County is also a reasonable
SSAS. In 2012, 95 of the 106 admissions at Kirby Pines Manor were residents of Shelby
County, and it is expected the residents of FBSSNF will likewise be predominantly from Shelby
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County.
Need

A SNF is crucial to the success to the CCRC model. Residents are entitled to have access to
nursing home care if and when the time comes and the need arises. Eventually approximately
80%-85% of patients are projected to be members of Bailey Station. It is not known at what rate
this “intra-community” fill up will occur, but the best estimate is this level will be achieved
within 8-10 years.

But not all patients for the FBSSNF will come from one of the other levels of living within
Bailey Station; some will come from the community at large. Looking at the need from the
perspective of Shelby County as a whole (the SSA), the Guidelines for Growth show that Shelby
County is under-bedded for nursing homes beds. According to calculations of the bed need
formula by the Division of Health Statistics, there will be a need for 5,094 nursing home beds in
Shelby County in 2015. Please see Attachment B, I, 1. According to the Licensure website,
there are currently 31 licensed nursing homes with 3,976 beds in Shelby County. However, the
2012 Provisional Joint Annual Reports filings reflect 31 facilities and 3,928 beds. An additional
150 beds have CON approval. Therefore, there is a net need for either an additional 919 beds
(based on website bed totals) or an additional 975 beds (based on 2012 JAR bed totals) in Shelby
County.

In order to also assess bed need in the PSA, the applicant contracted with MDS Research
Company, a well-qualified and respected health planning and demographics analysis company.
MDS relied on nationally recognized and accepted Claritas population projections for the 10 zip
codes in the PSA and applied those to the bed need formula in the Guidelines for Growth. That
analysis found there will be a need for 809 additional nursing home beds in the PSA in 2015.
Please see Attachment B, L, 2.

The Agency has previously granted 30 beds for the FBSSNF (CN1303-008A). As disclosed and
discussed in that application, it was always the intent of the applicant to have a 60 bed SNF but
under the bed pool an applicant can only seek 30 beds from each cycle. Accordingly, the
applicant applied for and was granted 30 beds from the FYE 2013 bed pool, and has filed this
application for 30 beds from the FYE 2014 bed pool. The need for additional nursing home beds
in the service area, the need of the applicant to have a sufficient SNF bed supply, and the
economics of the project justify the additional 30 beds sought in this application.

Existing Resources

According to the Licensure website, there are currently 31 licensed nursing homes with 3,976
beds in Shelby County. However, the 2012 Provisional Joint Annual Reports filings reflect 31
facilities and 3,928 beds. The average occupancy rate of the facilities filing JARs in 2012 was
89.3%.

There are three outstanding CONs for nursing home beds in Shelby County (including the 30
beds previously approved for FBSSNF), comprising a total of 150 beds. Except for the 30
FBSSNF beds, none of these CON beds are in the PSA.

Project Cost & Funding

The total estimated project cost is $6,292,417 exclusive of the filing fee. The largest single cost
8



component is the construction cost of $4,384,893. For the 28,372 square feet which will
comprise the second floor of the SNF building where these beds will be located, the construction
cost per square foot is $154.55. This is below the median of HSDA-approved cost per square
foot for nursing home construction projects for 2010-2012, which is $167.31 per square foot.

The real property was purchased by the applicant several years ago and the purchase price was
fair market value at that time. The land acquisition cost was reflected on the Project Cost Chart
for the application for CN1303-008A; it was not possible to allocate part of the land cost for the
second floor of the building where these beds will be located. Since that cost has already been
approved and the corresponding fee paid with CN1303-008A, there is no land cost allocated on
the Project Cost Chart for this application.

The only other capital cost is the movable equipment cost of $183,000 which represents
furniture, fixtures and equipment (FFE). This is a reasonable cost and takes advantage of the
purchasing power and vendor relationships of the management company, Retirement Companies
of America.

Initial interim financing will be through a commercial loan. Ultimately the intent is to have
permanent financing through tax exempt bonds, but that will be at an undetermined point in the
future. All financial projections in this application are based on a commercial loan.

Financial Feasibility

This project is economically feasible, and will produce positive operating revenue by Year 2.
Although the Projected Data Chart for the 60 bed facility reflects a negative “NOI Less Capital
Expenditures” for Year 1, the loss is only a “paper loss” and does not realistically reflect the
economic feasibility of the project for several reasons: (1) One-third of this “loss” is represented
by depreciation, which is not a cash expense. (2) Two-thirds of the “loss” is represented by
interest on the loan. But while the interest on the loan is shown as an expense on the PDC, the
loan proceeds (on which the interest is being paid) is not shown as off-setting revenue or as
capital. (3) The estimated project costs (which drives the amount of the interim financing loan)
include entries for both interim financing interest (Line C, 1), and reserve for one year’s debt
service (Line C, 3), and some contingent expenses that may not actually be incurred, or at least
not in the full amount reflected in the Project Cost Chart. This includes $219,245 in construction
contingency (Line A, 6), and an additional $271,781 in overall project contingency (Line C, 4). If
some or all of these costs are not actually incurred, a corresponding amount of funds will be
available from the loan proceeds to cover operational losses.

And if necessary, Psalms, Inc. will provide up to $500,000 to Luke, Inc. to help cover operational
losses. A letter from Psalms Inc. is attached as part of the funding letters attached as Attachment
C, II, Economic Feasibility, 2.

Also attached is a Projected Data Chart just for the 30 beds. Looking at just the 30 beds sought
by this application in isolation, the Projected Data Chart for the 30 beds also shows a net
operating loss in the first year of $450,402. However, this “loss” also includes depreciation
expense and interest on the loan, and is subject to the same explanation as is made above for the
60 bed facility. Considering the available capital and viewed in the light of accepted cash flow
analysis this project is economically feasible and will perform well financially.



I1.

Staffing

Upon fill-up and stabilization at 92% occupancy, the total patient care nursing staffing will be
32.2 FTEs. This will consist of 4.2 FTE RNs, 11.2 FTE LPNs, and 16.8 FTE CNAs. The rehab
and therapies staffing will be contractual.

Provide a detailed narrative of the project by addressing the following items as they relate
to the proposal.

A.

Describe the construction, modification and/or renovation of the facility (exclusive of
major medical equipment covered by T.C.A. § 68-11-1601 et seq.) including square
footage, major operational areas, room configuration, etc. Applicants with hospital
projects (construction cost in excess of $5 million) and other facility projects
(construction cost in excess of $2 million) should complete the Square Footage and
Cost per Square Footage Chart. Utilizing the attached Chart, applicants with
hospital projects should complete Parts A.-E. by identifying as applicable nursing
units, ancillary areas, and support areas affected by this project. Provide the
location of the unit/service within the existing facility along with current square
footage, where, if any, the unit/service will relocate temporarily during construction
and renovation, and then the location of the unit/service with proposed square
footage. The total cost per square foot should provide a breakout between new
construction and renovation cost per square foot. Other facility projects need only
complete Parts B.-E. Please also discuss and justify the cost per square foot for this
project.

If the project involves none of the above, describe the development of the proposal.

The FBSSNF will occupy a single second floor area consisting of approximately 28,372
gross square feet of space. It will be in a structure which will have the assisted living units
immediately contiguous, located on the southeast quadrant of the larger Bailey Station
campus. All 30 patient rooms will be private rooms and each will include a private rest
room and lavatory. The patient rooms will consist of 10,920 square feet of total space. In
addition to the patient care areas, the facility will have ample space for resident relaxation,
circulation and family visitation.

The SNF and assisted living units will be under one roof, although separated by doors and
walls. The independent living units will be separated from the health care center building
under different roofs. Please see the site plan submitted with the application.

The total estimated cost of construction for the FBSSNF is $4,384,893. For the entire
28,372 square foot facility, the construction cost per square foot is $154.55. A completed
Square Footage and Cost Per Square Footage Chart is included on page 12.

Identify the number and type of beds increased, decreased, converted, relocated,
designated, and/or redistributed by this application. Describe the reasons for change
in bed allocations and describe the impact the bed change will have on the existing
services.

The applicant is seeking 30 skilled nursing beds to be certified for Medicare participation
but not for Medicaid/TennCare participation. The Agency has previously granted 30 beds
for the FBSSNF (CN1303-008A). As disclosed and discussed in that application, it was
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always the intent of the applicant to have a 60 bed SNF, but under the bed pool statute an
applicant can only seek 30 beds from each bed pool cycle. Accordingly, the applicant
applied for and was granted 30 beds from the FYE 2013 bed pool, and has filed this
application for 30 beds from the FYE 2014 bed pool. The need for additional nursing
home beds in the service area, the need of the applicant to have a sufficient SNF bed
supply, and the economics of the project justify the additional 30 beds sought in this
application.
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As the applicant, describe your need to provide the following health care services (if
applicable to this application):

Long-term Care Services:

A SNF is crucial to the success to the CCRC model. Residents are entitled to have access
to nursing home care if and when the time comes and the need arises. Eventually
approximately 80%-85% of patients are projected to be members of Bailey Station. It is
not known at what rate this “intra-community” fill up will occur, but the best estimate is
this level will be achieved within 8-10 years.

But not all patients for the FBSSNF will come from one of the other levels of living within
Bailey Station; some will come from the community at large. Looking at the need from
the perspective of Shelby County as a whole (the SSA), the Guidelines for Growth show
that Shelby County is under-bedded for nursing homes beds. According to calculations of
the bed need formula by the Division of Health Statistics, there will be a need for 5,094
nursing home beds in Shelby County in 2015. Please see Attachment B, I, 1. According
to the Licensure website, there are currently 31 licensed nursing homes with 3,976 beds in
Shelby County. However, the 2012 Provisional Joint Annual Reports filings reflect 31
facilities and 3,928 beds. An additional 150 beds have CON approval. Therefore, there is
a net need for either an additional 919 beds (based on website bed total) or an additional
975 beds (based on 2012 JAR bed totals) in Shelby County.

In order to also assess bed need in the PSA, the applicant contracted with MDS Research
Company, a well-qualified and respected health planning and demographics analysis
company. MDS relied on nationally recognized and accepted Claritas population
projections for the 10 zip codes in the PSA and applied those to the bed need formula in
the Guidelines for Growth. That analysis found there will be a need for 809 additional
nursing home beds in the PSA in 2015. Please see Attachment B, I, 2.

The Agency has previously granted 30 beds for the FBSSNF (CN1303-008A). As
disclosed and discussed in that application, it was always the intent of the applicant to
have a 60 bed SNF, but under the bed pool statute an applicant can only seek 30 beds from
each bed pool cycle. Accordingly, the applicant applied for and was granted 30 beds from
the FYE 2013 bed pool, and has filed this application for 30 beds from the FYE 2014 bed
pool. The need for additional nursing home beds in the service area, the need of the
applicant to have a sufficient SNF bed supply, and the economics of the project justify the
additional 30 beds sought in this application.

Describe the need to change location or replace an existing facility.
N/A.

Describe the acquisition of any item of major medical equipment (as defined by the
Agency Rules and the Statute) which exceeds a cost of $1.5 million; and/or is a
magnetic resonance imaging (MRI) scanner, positron emission tomography (PET)
scanner, extracorporeal lithotripter and/or linear accelerator by responding to the
following:
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Section II, E is not applicable.
1. For fixed-site major medical equipment (not replacing existing equipment):
a. Describe the new equipment, including:
1.  Total cost ;(As defined by Agency Rule).
2.  Expected useful life;

3.  List of clinical applications to be provided; and

4. Documentation of FDA approval.

b. Provide current and proposed schedules of operations.
P For mobile major medical equipment:
List all sites that will be served;

a
b. Provide current and/or proposed schedule of operations;

Provide the lease or contract cost.

LT

d. Provide the fair market value of the equipment; and
e. List the owner for the equipment.

3. Indicate applicant’s legal interest in equipment (i.e., purchase, lease, etc.) In
the case of equipment purchase include a quote and/or proposal from an
equipment vendor, or in the case of an equipment lease provide a draft lease or

contract that at least includes the term of the lease and the anticipated lease
payments,

IIL (A) Attach a copy of the plot plan of the site on an 8 1/2” x 11” sheet of white paper which
must include:
1. Size of site (in acres);

Location of structure on the site; and

Location of the proposed construction.

=

Names of streets, roads or highway that cross or border the site.
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(B)

Iv.

Please note that the drawings do not need to be drawn to scale. Plot plans are required
Sor all projects.

A plot plan is attached as Attachment B, III, A.

Describe the relationship of the site to public transportation routes, if any, and to any
highway or major road developments in the area. Describe the accessibility of the
proposed site to patients/clients.

The Farms at Bailey Station is located on an Unaddressed site on Crooked Creek Road, off
Houston Levee Road, near the intersection of Houston Levee and Poplar in Collierville,
Tennessee. The Farms at Bailey Station is approximately 2.5 miles directly down Houston
Levee from Highway 385(Bill Morris Parkway) and approximately 11.6 miles from 1-240.
The SNF is located on the southeast quadrant of the development. The site is not accessible
by public transportation, except taxi cab.

Attach a floor plan drawing for the facility which includes legible labeling of patient care
rooms (noting private or semi-private), ancillary areas, equipment areas, etc. on an 8 1/2”
x 11” sheet of white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings should be submitted and
need not be drawn to scale.

A floor plan is attached as Attachment B, IV.

For a Home Health Agency or Hospice, identify:
Section V is N/A.

1.

Existing service area by County;

2. Proposed service area by County;
3.
4
5

A parent or primary service provider;

. Existing branches; and

. Proposed branches.
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SECTION C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-1609(b), “no Certificate of
Need shall be granted unless the action proposed in the application for such
Certificate is necessary to provide needed health care in the area to be served, can be
economically accomplished and maintained, and will contribute to the orderly
development of health care.” The three (3) criteria are further defined in Agency
Rule 0720-4-.01. Further standards for guidance are provided in the state health
plan (Guidelines for Growth), developed pursuant to Tennessee Code Annotated §68-

11-1625.

The following questions are listed according to the three (3) criteria: (I) Need, (II)
Economic Feasibility, and (IIT) Contribution to the Orderly Development of Health
Care. Please respond to each question and provide underlying assumptions, data
sources, and methodologies when appropriate. Please type each question and its
response on_an 8 1/2” x 11” white paper. All exhibits and tables must be attached to
the end of the application in correct sequence identifying the question(s) to which
they refer. If a question does not apply to your project, indicate “Not Applicable
(NA).”

QUESTIONS
I. NEED

1. Describe the relationship of this proposal toward the implementation of the State
Health Plan and Tennessee’s Health: Guidelines for Growth.

a.  Please provide a response to each criterion and standard in Certificate of
Need Categories that are applicable to the proposed project. Do not provide
responses to General Criteria and Standards (pages 6-9) here.

NURSING HOME SERVICES
A. Need

1. The need for nursing home beds shall be determined by applying the
following population-based statistical methodology:

County bed need = .0005 x pop. 65 and under
0120 x pop. 65 -74
0600 x pop. 75 — 84

.1500 x pop. 85 +
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The applicant understands it is acceptable practice to rely on the Department of
Health’s calculations to nursing home bed need in accordance with the above formula.
The Department of Health’s calculations are reflected in Attachment B, I, 1. The total
bed need for Shelby County in 2016 is 5,094 beds.

2.  The need for nursing home beds shall be projected two years into the
future from the current year, as calculated by the Department of Health,
Division of Information Resources.

The Department of Health’s calculations reflected in Attachment B, I, 1 include
projections two years into the future.

3. The source of the current supply and utilization of licensed and CON
approved nursing home beds shall be the inventory of nursing home beds
maintained by the Department of Health, Office of Health Policy.

According to the Licensure website, there are currently 31 licensed nursing homes
with 3,976 beds in Shelby County. However, the 2012 Provisional Joint Annual
Reports filings reflect 31 facilities and 3,928 beds. An additional 150 beds have CON
approval. Therefore, there is a net need for either an additional 919 beds (based on
website bed total) or an additional 975 beds (based on 2012 JAR bed totals) in Shelby
County.

4. “Service Area” shall mean the county or counties represented on an
application as the reasonable area to which a health care institution intends
to provide services and/or in which the majority of its service recipients
reside.

The Primary Service Area (PSA) consists of 10 contiguous zip codes in southeast
Shelby County. A listing of the zip codes as well as a map showing the location of
these zip codes are in Attachment C, I, Need, 1, (a) 3. The FBSSNF will be located in
Collierville, 38017.

Shelby County is the Secondary Service Area (SSA), which also encompasses the
PSA. Having the entire Shelby County as the SSA is necessary in order to analyze
bed need under the Guidelines for Growth, which are based on county—wide bed need
and bed count. A map of the SSA is attached as Attachment C, I, Need, 3.

Both of these service areas are reasonable. The PSA is geographically closest to
Bailey Station, and the household incomes of the area (discussed elsewhere) are
adequate to support the purchase requirements for residents of Bailey Station. = Shelby
County is also a reasonable SSA. In 2012, 95 of the 106 admissions at Kirby Pines
Manor were residents of Shelby County and it is expected the residents of FBSSNF
will likewise be predominantly from Shelby County.
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5. A majority of the population of a service area for any nursing home
should be within 30 minutes travel time from that facility.

Eventually, 80%-85% of the patients in the FBSSNF are expected to be residents of
the larger CCRC on the same campus as the SNF. For the immediate future, 65%-
75% are expected to come from the PSA, which is all significantly under a 30 minute
drive time.

6. The Health Facilities Commission may approve new nursing home
beds in excess of the need formula for a service area if the following criteria
are met:

The need formula shows a need for an additional 919-975 beds, so the exception
criteria need not be met.

a.  All outstanding CON projects in the proposed service area resulting in
a net increase in beds are licensed and in operation; and

N/A. The need formula shows a need for an additional 919-975 beds, so the exception
criteria need not be met.

b. All nursing homes in the proposed service area are utilized at an
average occupancy rate of at least 95%.

N/A. The need formula shows a need for an additional 919-975 beds, so the exception
criteria need not be met.

B. Occupancy and Size Standards:

1. A nursing home should maintain an average annual occupancy rate for
all licensed beds of at least 90% after two years of operation.

The applicant projects achieving and maintaining a 90% occupancy rate after the first
2 years of operation.

2.  There shall be no additional nursing home beds approved for a service
area unless each existing facility has achieved an average annual occupancy
rate of 95 percent. The circumstances of any nursing home which has been
identified by the Regional Quality Assurance Administrator as consistently
non-complying with quality assurance regulations shall be considered in
determining the service areas (sic) average occupancy rate.

Although every existing facility has not maintained a 95% occupancy rate, the
Guidelines for Growth reflect a need for an additional 919-975 nursing home beds in
2015. Therefore, this project should be regarded as an exception to this particular
provision.
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3. A nursing home seeking approval to expand its bed capacity must have
maintained an occupancy rate of 95 percent for the previous year.

N/A. This is a proposed new facility

4. A free-standing nursing home shall have a capacity of at least 30 beds
in order to be approved. The Health Facilities Commission may make an
exception to this standard. A facility of less than 30 beds may be located in
a sparsely populated rural area where the population is not sufficient to
justify a larger facility. Also, a project may be developed in conjunction
with a retirement center where only a limited number of beds are needed
for the residents of that retirement center.

If this application is granted, the FBSSNF will have a total of 60 beds. Furthermore,
the SNF will be part of a CCRC.

[End of Responses to Nursing Home Services Guidelines]

In addition to the facility and service-specific standards addressed immediately above,
the State Health Plan includes Five Principles for Achieving Better Health, applicable
to all facilities and services. These are addressed below.

Five Principles for Achieving Better Health from the Tennessee State Health
Plan:

1.Healthy Lives
The purpose of the State Health Plan is to improve the health of Tennesseans.

The FBSSNF will provide quality health care services to its patients and residents and
therefore furthers this goal.

2.Access to Care
Every citizen should have reasonable access to health care.

The FBSSNF will provide an additional care option for seniors needing skilled nursing
care and therefore furthers this goal.

3.Economic Efficiencies

The state's health care resources should be developed to address the needs of
Tennesseans while encouraging competitive markets, economic efficiencies and
the continued development of the state's health care system.

The FBSSNF will not participate in TennCare, so no state funding will be involved in

this project. The owner and management company have experience in operating a
successful CCRC (Kirby Pines Manor) for over 20 years, and this facility will likewise
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be economically efficient.

4.Quality of Care
Every citizen should have confidence that the quality of health care is continually
monitored and standards are adhered to by health care providers.

Licensure by the Department of Health will ensure monitoring by the State of
Tennessee and compliance with quality standards by the facility.

S.Health Care Workforce
The state should support the development, recruitment, and retention of a
sufficient and quality health care workforce.

This project will result in the creation of new jobs. This includes approximately 17
full time equivalent nursing positions in Year 1, as well as other clerical and
administrative staff.

[End of Responses to “Five Principles for Achieving Better Health.”]

b. Applications that include a Change of Site for a health care institution,
provide a response to General Criterion and Standards (4)(a-c)

N/A.

. Describe the relationship of this project to the applicant facility’s long-range
development plans, if any.

The long term goal of developing the complete CCRC at the Farms at Bailey Station
has been previously described and discussed in this application.

. Identify the proposed service area and justify the reasonableness of that proposed
area. Submit a county level map including the State of Tennessee clearly marked
to reflect the service area. Please submit the map on 8 1/2” x 11”

The Primary Service Area (PSA) consists of 10 contiguous zip codes in southeast
Shelby County. A listing of the zip codes as well as a map showing the location of
these zip codes are in Attachment C, I, Need, 1, (a), 3. The FBSSNF will be located in
Collierville, 38017.

Shelby County is the Secondary Service Area (SSA), which also encompasses the
PSA. Having the entire Shelby County as the SSA is necessary in order to analyze
bed need under the Guidelines for Growth, which are based on county—wide bed need
and bed count.
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Both of these service areas are reasonable. The PSA is geographically closest to
Bailey Station, and the household incomes of the area (discussed elsewhere) are
adequate to support the purchase requirements for residents of Bailey Station. Shelby
County is also a reasonable SSA. In 2012, 95 of the 106 admissions at Kirby Pines
Manor were residents of Shelby County and it is expected the residents of FBSSNF
will likewise be predominantly from Shelby County .

A map of the service area is attached as Attachment C, [, Need, 3.

. A. Describe the demographics of the population to be served by this proposal.

A table reflecting the population and demographics of the service areas is attached as
Attachment C, I, Need, 4.

B. Describe the special needs of the service area population, including health
disparities, the accessibility to consumers, particularly the elderly, women, racial
and ethnic minorities, and low-income groups. Document how the business plans
of the facility will take into consideration the special needs of the service area
population.

The Farms at Bailey Station fills a special need for a care alternative and a continuum
of care for seniors. As a CCRC The Farms at Bailey Station gives seniors the
opportunity to reside in one community for the remainder of their lives as their age and
medical needs advance, and the FBSSNF is a crucial component of the community.
Some notable demographic characteristics of the PSA population include the
following:

o The 65+ population for the PSA is projected to grow by 11% 2014-2016,
almost double the rate for Shelby County and for the State as a whole (each
6%). The 65+ population is the target patient population for the SNF beds.

o The PSA has a median household income well above that of Shelby
County, and the state as a whole. The median household income of the
PSA is $70,024 annually, compared to $46,102 for Shelby county and
$43,989 for the state as a whole. This is significant in that the residents of
the PSSA will have the financial resources required for the higher room
and board charges for the SNF beds in the CCRC.

Describe the existing or certified services, including approved but unimplemented
CONs, of similar institutions in the service area. Include utilization and/or
occupancy trends for each of the most recent three years of data available for this
type of project. Be certain to list each institution and its utilization and/or
occupancy individually. Inpatient bed projects must include the following data:
admissions or discharges, patient days, and occupancy. Other projects should
use the most appropriate measures, e.g., cases, procedures, visits, admissions, etc.
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According to the Licensure website, there are currently 31 licensed nursing homes
with 3,976 beds in Shelby County. However, the 2012 Provisional Joint Annual
Reports filings reflect 31 facilities and 3,928 beds. The average occupancy rate of the
facilities filing JARs in 2012 was 89.3%. Utilization data for each facility, taken from
the JARs for the past 3 reporting years (’10-’12), in the format customarily requested
by the HSDA staff, are attached as Attachment C, I, Need, 5.

Almost all of these are traditional nursing home models. There is only one other
CCRC nursing facility in the primary service area, and that is The Villages at
Germantown. Its annual occupancy averaged 87.8% 2010-2012. The other CCRC
most relevant to this application is Kirby Pines Manor, a related facility in Shelby
County. Kirby Pines Manor’ average occupancy rate has exceeded 90% for each of the
past three years: 2010 = 92.6%; 2011 = 96.3%; 2012= 97.5%. The FBSSNF will be
closely modeled after the highly successful Kirby Pines Manor and projects high
occupancy rates after roughly 6 months of opening.

. Provide applicable utilization and/or occupancy statistics for your institution for

each of the past three (3) years and the projected annual utilization for each of
the two (2) years following completion of the project. Additionally, provide the
details regarding the methodology used to project utilization. The methodology
must include detailed calculations or documentation from referral sources, and
identification of all assumptions.

This is a proposed new facility so there is no historical occupancy data. Utilization
data for the related facility, Kirby Pines Manor, is included in Attachment C, I, Need,
5. Kirby Pines Manor’ average occupancy rate has exceeded 90% for each of the past
three years: 2010 = 92.6%; 2011 = 96.3%; 2012= 97.5%

The projected utilization for the 60 bed facility is as follows:

Year Patient Days Average Annual Occupancy
Year 1: 10,995 50.2%
Year 2: 20,075 91.7%

Since this is a new nursing home facility, there is no past history to draw upon to
project its occupancy. The following points were the only factors that could really be
used in estimating the anticipated occupancy in the first ten months of operation.

e The facility is located where the 65+ population in the PSA is projected to grow by
11% from 2014 to 2016, a rate that is almost double the projected growth rate of
both Shelby County and the State of Tennessee.
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e The median PSA household income is well above that of Shelby County and the
state as a whole. Thus, potential residents will be much more likely to accept the
higher patient day charges which range from $13.47 to $177.57 more than existing
facilities in the service area, particularly when you consider that all 60 rooms are
private.

e Most new rooms being built or renovated are now private versus semi-private both
in nursing homes and hospitals reflecting a change in family preference and a need
for this type facility in this service area.

e A large hospital with only private rooms is less than 5 miles away, so the projected
fill up rate and occupancy of the SNF with all private beds does not seem

unreasonable.

e Being a new facility will draw attention to its availability and location for both
short and long term occupancy.

Given the above facts, the following is how the occupancy ramps up in the initial year

of operation:
MONTH PATIENT DAYS OCCUPANCY
MEDICARE | PRIVATE | CUMULATIVE | AVG. ANNUAL
JANUARY 155 31 186 0.85%
FEBRUARY 224 28 252 1.15%
MARCH 372 62 434 1.98%
APRIL 480 60 540 2.47%
MAY 620 93 713 3.26%
JUNE 750 90 840 3.84%
JULU 868 124 992 4.53%
AUGUST 992 124 1,116 5.10%
SEPTEMBER 1,080 150 1,230 5.62%
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OCTOBER 1,240 217 1,457 - 6.65%

NOVEMBER 1,230 300 1,530 6.99%
DECEMBER 1,302 403 1,705 7.79%
Annual 9,313 1,682 10,995 50.21%

II. ECONOMIC FEASIBILITY

1. Provide the cost of the project by completing the Project Costs Chart on the
following page. Justify the cost of the project.

All projects should have a project cost of at least $3,000 on Line F.
(Minimum CON Filing Fee). CON filing fee should be calculated from
Line D. (See Application Instructions for Filing Fee)

The cost of any lease (building, land, and/or equipment) should be
based on fair market value or the total amount of the lease payments
over the initial term of the lease, whichever is greater. Note: This
applies to all equipment leases including by procedure or “per click”
arrangements. The methodology used to determine the total lease cost
for a "per click" arrangement must include, at a minimum, the
projected procedures, the ""per click" rate and the term of the lease.

The cost for fixed and moveable equipment includes, but is not
necessarily limited to, maintenance agreements covering the expected
useful life of the equipment; federal, state, and local taxes and other
government assessments; and installation charges, excluding capital
expenditures for physical plant renovation or in-wall shielding, which
should be included under construction costs or incorporated in a
facility lease.

For projects that include new construction, modification, and/or renovation;
documentation must be provided from a contractor and/or architect that support the

estimated construction costs.

A completed Project Costs Chart is on the following page. The total estimated project
cost is $6,292,417 exclusive of the filing fee. The largest single cost component is the
construction cost of $4,384,893. For the 28,372 square footage facility, the construction
cost per square foot is $154.55. This is below the median new construction cost for
nursing homes approved by the HSDA for the years 2010-2012. That median cost for new
nursing home construction is $167.31 per square foot.
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A letter from the project architect verifying the square footage and estimated construction
cost is attached as Attachment C. 11, Economic Feasibility, 1.
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PROJECT COSTS CHART =
=
s
A. Construction and equipment acquired by purchase:
1. Architectural and Engineering Fees 241,169
2. Legal, Administrative, Consultant Fees 197,320
3. Acquisition of Site .
4. Preparation of Site -
5. Construction Costs 4,384,893
6. Contingency Fund 219,245
7. Fixed Equipment (Not included in -
Construction Contract)
8. Moveable Equipment (List all 183,000
equipment over $50,000.00)
9. Other (Specify) Pre-Lease Marketing 210,000
B. Acquisition by gift donation, or lease:
1. Facility (Inclusive of building and land)
2. Building Only =
3. Land Only -
4. Equipment (Specify) -
5. Other (Specify) -
C. Financing Costs and Fees:
1. Interim Financing 285,370
2. Underwriting Costs -
3. Reserve for One Year's Debt Service 299,639
4. Other (Specify) Overall Project Contingency 271,781
D. Estimated Project Cost 6,292 417
(A+B+C)
E CON Filing Fee 14,158
F. Total Estimated Project Cost 6,306,575
(D & E)
TOTAL 6,306,575




[»<

Identify the funding sources for this project.

a. Please check the applicable item(s) below and briefly summarize how the
project will be financed. (Documentation for the type of funding MUST be
inserted at the end of the application, in the correct alpha/numeric order and
identified as Attachment C, Economic Feasibility-2.)

A. Commercial loan--Letter from lending institution or guarantor stating
favorable initial contact, proposed loan amount, expected interest rates,
anticipated term of the loan, and any restrictions or conditions;

B. Tax-exempt bonds--Copy of preliminary resolution or a letter from the issuing
authority stating favorable initial contact and a conditional agreement from
an underwriter or investment banker to proceed with the issuance;

C. General obligation bonds—Copy of resolution from issuing authority or
minutes from the appropriate meeting.

D. Grants--Notification of intent form for grant application or notice of grant
award; or

E. Cash Reserves--Appropriate documentation from Chief Financial Officer.

F. Other—Identify and document funding from all other sources.

Initial interim financing will be through a commercial loan. Ultimately the intent is to
have permanent financing through tax exempt bonds, but that will be at an
undetermined point in the future. All financial projections are based on a commercial
loan. A funding letter for the interim financing is attached as Attachment C, I,
Economic Feasibility, 2. Also attached is a letter verifying that Psalms, Inc. will make
available up to $500,000 to Luke, Inc. to cover operational losses in Year 1 if
necessary.

Discuss and document the reasonableness of the proposed project costs. If
applicable, compare the cost per square foot of construction to similar projects
recently approved by the Health Services and Development Agency.

The total estimated project cost is $6,292,417. The largest single cost component is
the construction cost of $4,384,893. For the 28,372 square footage facility, the
construction cost per square foot is $154.55. The median HSDA-approved cost per
square foot for nursing home construction projects for 2010-2012 is as follows:
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Nursing Home Construction Cost Per Square Foot

Years: 2010 -2012

Renovated New Total

Construction Construction Construction
1st Quartile $19.30/sq ft $164.57/sq ft $73.23/sq ft
Median $35.76/sq ft $167.31/sq ft $164.57/sq ft
3ra Quartile $55.00/sq ft $181.72/sq ft $167.61/sq ft

Source: CON approved applications for years 2010 through 2012; HSDA Staff

The estimated cost of $154.55 per square foot is below the median approved by the
HSDA for new nursing home construction during 2010-2012.

The real property was purchased by the applicant several years ago and the purchase
price was fair market value at that time. The land acquisition cost was reflected on the
Project Cost Chart for the application for CN1303-008A; at the time there was no way
to allocate part of the land cost for the second floor of the building here these beds will
be located. Since that cost has already been approved and the corresponding fee paid
with CN1303-008A, there is no land cost allocated on the Project Cost Chart for this
application.

The only other capital cost is the movable equipment cost of $183,000.00 which
represents furniture, fixtures and equipment (FFE). This is a reasonable cost and takes
advantage of the purchasing power and vendor relationships of the management
company, Retirement Companies of America.

4, Complete Historical and Projected Data Charts on the following two pages--Do
not_modify the Charts provided or submit Chart substitutions! Historical Data
Chart represents revenue and expense information for the last three (3) years for
which complete data is available for the institution. Projected Data Chart
requests information for the two (2) years following the completion of this
proposal. Projected Data Chart should reflect revenue and expense projections
for the Proposal Only (i.e., if the application is for additional beds, include
anticipated revenue from the proposed beds only, not from all beds in the
facility).

This is a proposed new facility, so there is no Historical Data Chart.
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A completed Projected Data Chart for the entire 60 bed facility and for the 30 new
beds requested are attached on the following pages.
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LUKE, INC. s
d/b/a The Farms at Bailey Station 1'{3
PROJECTED DATA CHART -
=3
60 BEDS =
Give information for the two (2) years following completion of this proposal. The fiscal year begins in
Year 1 Year 2
A Utilization/Occupancy Data ( Patient Days). 10,995 20,075
B. Revenue from Services to Patients
1. Inpatient Services $ 6,625,761 $ 11,573,838
2. Outpatient Services - B
3. Emergency Services - -
4. Other Operating Revenue (Specify) - -
Gross Operating Revenue 6,625,761 11,573,838
C. Deductions from Operating Revenue
1. Contractual Adjustments 1,898,015 3,192,399
2. Provisions for Charity Care B -
3. Provisions for Bad Debt 3,600 4,800
Total Deductions 1,901,615 3,197,199
NET OPERATING REVENUE 4,724,146 8,376,639
D. Operating Expenses
1. Salaries and Wages 1,606,881 2,049,630
2. Physicians' Salaries and Wages 12,000 12,000
3. Supplies 468,400 798,038
4. Taxes 274,893 313,582
5. Depreciation 340,000 340,000
6. Rent - -
7. Interest, other than Capital - -
8. Management Fees:
a. Fees to Affiliates 103,236 103,236
b. Fees to Non-Affiliates 17,360 17,360
9. Other Expenses 2,235,003 3,560,746
Specify:  See Attached
Total Operating Expenses 5,057,773 7,194,592
= Other Revenue (Expenses)--Net - -
Specify:
NET OPERATING INCOME (LOSS) (333,627) 1,182,047
F. Capital Expenditures
1. Retirement of Principal - -
2. Interest 680,500 680,500
Total Capital Expenditures 680,500 680,500
NET OPERATING INCOME (LOSS) (333,627) 1,182,047
LESS CAPITAL EXPENDITURES 680,500 680,500
NOI LESS CAPITAL EXPENDITURES $ (1,014,127) $ 501,547
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LUKE, INC. v

d/bla The Farms at Bailey Station =

Other Expenses--Line 9 =

Years 1 & 2
60 BEDS
Description Year 1 Year 2

Employee Health and Worker's Comp. Insurance $ 216,864 $ 274,764
Licenses, Fees and Dues 3,975 3,975
Property & Liability Insurance 99,600 120,000
Physical, Occupational & Speech Therapy 1,802,422 3,029,465
Radiology, Lab, & Other Medcial Services 28,200 36,000
Repairs & Maintenance 14,282 14,282
Telephone 5,460 5,460
Training, Seminars, Travel & Lodging 7,200 7,200
Utilities & Waste Services 57,000 69,600
Total Other Expenses--Line 9 $ 2,235,003 $ 3,560,746
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LUKE, INC. i
d/b/a The Farms at Bailey Station W
Other Expenses--Line 9 -
PROJECTED DATA CHART =
2nd 30 BEDS
Give information for the two (2) years following completion of this proposal. The fiscal year begins in
YEAR 1 YEAR 2
A Utilization/Occupancy Data ( Patient Days). 3,330 9,855
B. Revenue from Services to Patients
1. Inpatient Services $ 1,902,731 3 5,773,732
2. Qutpatient Services - =
3. Emergency Services - B
4. Other Operating Revenue (Specify) - -
Gross Operating Revenue 1,902,731 5,773,732
C. Deductions from Operating Revenue
1. Contractual Adjustments 485,825 1,601,289
2. Provisions for Charity Care - -
3. Provisions for Bad Debt 1,200 2,400
Total Deductions 487,025 1,603,689
NET OPERATING REVENUE 1,415,706 4,170,043
D. Operating Expenses
1. Salaries and Wages 495,506 870,734
2. Physicians' Salaries and Wages - -
3. Supplies 129,906 395,552
4. Taxes 110,745 144,078
5. Depreciation 162,000 162,000
6. Rent - -
7. Interest, other than Capital - -
8. Management Fees:

a. Fees to Affiliates 99,020 99,020

b. Fees to Non-Affiliates

9. Other Expenses

Specify:  See Attached 581,579 1,737,006
Total Operating Expenses 1,578,756 3,408,390
E. Other Revenue (Expenses)--Net - -
Specify:
NET OPERATING INCOME (LOSS) (163,050) 761,653
F. Capital Expenditures

1. Retirement of Principal - =

2. Interest 315,500 315,500
Total Capital Expenditures 315,500 315,500
NET OPERATING INCOME (LOSS) (163,050) 761,653
LESS CAPITAL EXPENDITURES 315,500 315,500
NOI LESS CAPITAL EXPENDITURES $ (478,550) $ 446,153
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LUKE, INC.
d/b/a The Farms at Bailey Station
Other Expenses--Line 9

NOU 15713 me2:01

Years 1 & 2
2nd 30 BEDS
YEAR 1 YEAR 2
Description
Employee Health and Worker's Comp. Insurance $ 27,492 82,896
Licenses, Fees and Dues 1,855 1,855
Property & Liability Insurance 37,200 57,600
Physical, Occupational & Speech Therapy 497,972 1,557,195
Radiology, Lab, & Other Medical Services 3,000 10,800
Repairs & Maintenance 3,840 3,840
Telephone 1,320 1,320
Training, Seminars, Travel & Lodging 1,100 1,100
Utilities & Waste Services 7,800 20,400
Total Other Expenses--Line 9 $ 581,579 1,737,006
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5. Please identify the project’s average gross charge, average deduction from
operating revenue, and average net charge.

As calculated from the Projected Data Chart for Year 1 for the entire 60 bed facility:

Average Gross Charge: $602.62
Average Deduction: $172.95
Average Net Charge: $429.66

6. A. Please provide the current and proposed charge schedules for the proposal.
Discuss any adjustment to current charges that will result from the
implementation of the proposal. Additionally, describe the anticipated revenue
from the proposed project and the impact on existing patient charges.

Private Pay Residents:

Life Care Resident: $268.00 per day
Private Room: $298.00 per day
Private Suite: $338.00 per day

Medicare Residents:
Private Room: $329.00 per day
Private Suite: $369.00 per day

This is a proposed new facility, so there are no current charges.

B. Compare the proposed charges to those of similar facilities in the service
area/adjoining service areas, or to proposed charges of projects recently
approved by the Health Services and Development Agency. If applicable,
compare the proposed charges of the project to the current Medicare allowable
fee schedule by common procedure terminology (CPT) code(s).

The following reflect the average charges per patient day of facilities located in the
Collierville area. These are calculated from the 2012 JARs. Of these, only the
Villages at Germantown is a CCRC and therefore the most closely comparable to
FBSSNF.

Facility Avg, Net Charge

FBSSNF (2016) $429.66 per patient day
Village at Germantown (Provisional 2012) $234.31 per patient day
Applingwood (Provisional 2012) $259.55 per patient day
Dove Healthcare (Provisional 2012) $237.30 per patient day
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Memphis Jewish Home (Provisional 2012) $263.35 per patient day

Although the FBSSNF average charges are higher than the comparables, it should be
taken into account that (1) the comparable charges are for 2012, whereas the FBSSNF
projected charges are for 2016; (2) FBSSNF with have a higher mix of skilled Level II
and rechab patients than those listed which results in higher average charges per day;
(3) FBSSNF will not participate in Medicaid, which result in higher per day net
charges.

Discuss how projected utilization rates will be sufficient to maintain cost-
effectiveness.

The applicant is projecting 10,995 patient days in Year 1, for an average annual
occupancy rate of 50.2%. The applicant projects 20,075 patient days in Year 2, for
an average annual occupancy rate of 91.6%. The projected utilization is sufficient to
render the project financially feasible as discussed below.

Discuss how financial viability will be ensured within two years; and
demonstrate the availability of sufficient cash flow until financial viability is
achieved.

This project is economically feasible, and will produce positive operating revenue by
Year 2. Although the Projected Data Chart for the 60 bed facility reflects a negative
“NOI Less Capital Expenditures” for Year 1, the loss is only a “paper loss” and does
not realistically reflect the economic feasibility of the project for several reasons: (1)
One-third of this “loss” is represented by depreciation, which is not a cash expense.
(2) Two-thirds of the “loss” is represented by interest on the loan. But while the
interest on the loan is shown as an expense on the PDC, the loan proceeds (on which
the interest is being paid) is not shown as off-setting revenue or as capital. (3) The
estimated project costs (which drives the amount of the interim financing loan)
include entries for both interim financing interest (Line C, 1), and reserve for one
year’s debt service (Line C, 3), and some contingent expenses that may not actually
be incurred, or at least not in the full amount reflected in the Project Cost Chart.
This includes $219,245 in construction contingency (Line A, 6), and an additional
$271,781 in overall project contingency (Line C, 4). If some or all of these costs are
not actually incurred, a corresponding amount of funds will be available from the
loan proceeds to cover operational losses.

And if necessary, Psalms, Inc. will provide up to $500,000 to Luke, Inc. to help
cover operational losses. A letter from Psalms Inc. is attached as part of the funding
letters attached as Attachment C, 11, Economic Feasibility, 2.

Also attached is a Projected Data Chart just for the 30 beds. Looking at just the 30
beds sought by this application in isolation, the Projected Data Chart for the 30 beds
also shows a net operating loss in the first year of $450,402. However, this “loss”
also includes depreciation expense and interest on the loan, and is subject to the
same explanation as is made above for the 60 bed facility. Considering the available
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10.

11.

capital and viewed in the light of accepted cash flow analysis this project is
economically feasible and will perform well financially.

Discuss the project’s participation in state and federal revenue programs
including a description of the extent to which Medicare, TennCare/Medicaid,
and medically indigent patients will be served by the project. In addition,
report the estimated dollar amount of revenue and percentage of total project
revenue anticipated from each of TennCare, Medicare, or other state and
federal sources for the proposal’s first year of operation.

FBSSNF will participate in Medicare, but will not participate in Medicaid/TennCare.
The owner Luke, Inc. is a not-for-profit corporation, but the CCRC model is not
intended to serve the medically indigent. The target population is middle and upper-
middle class individuals who have the resources to pay the entrance fee and monthly
fees.

The projected payor mix for Year 1 is:

Medicare 85%
Private Pay: 15%

The estimated revenue from Medicare in Year 1 is $4,015,524.

Provide copies of the balance sheet and income statement from the most recent
reporting period of the institution and the most recent audited financial
statements with accompanying notes, if applicable. For new projects, provide
financial information for the corporation, partnership, or principal parties
involved with the project. Copies must be inserted at the end of the application,
in the correct alpha-numeric order and labeled as Attachment C, Economic
Feasibility-10.

The applicant is a start-up company and does not have any financial statements. It is
not a subsidiary of a parent company. It is affiliated with Psalms, Inc. by the two
organizations’ common management company, Retirement Communities of
America, and by the fact it has identical corporate officers, and one common board
member. A copy of the financial statements for Psalms, Inc. is attached as
Attachment C, III, Economic Feasibility, 10.

Describe all alternatives to this project which were considered and discuss the
advantages and disadvantages of each alternative including but not limited to:

a. A discussion regarding the availability of less costly, more effective, and/or
more efficient alternative methods of providing the benefits intended by the
proposal. If development of such alternatives is not practicable, the
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applicant should justify why not; including reasons as to why they were
rejected.

The CCRC model is unique, and fills an important niche in the senior care
consortium. It affords seniors the opportunity to reside in one community for the
remainder of their lives as their age and medical needs advance, and a SNF is a
crucial component of the continuum of care. For this reason, there is no practical
alternative to having a SNF on site in the CCRC.

b. The applicant should document that consideration has been given to
alternatives to new construction, e.g., modernization or sharing
arrangements. It should be documented that superior alternatives have
been implemented to the maximum extent practicable.

Please see the immediately preceding response. There is no practical alternative to
new construction. The Farms at Bailey Station is a major new development in the
City of Collierville and east Shelby County, and has the strong support of the
government and the citizens of the area.

(II1.) CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH
CARE

1. List all existing health care providers (e.g., hospitals, nursing homes, home care
organizations, etc.), managed care organizations, alliances, and/or networks with
which the applicant currently has or plans to have contractual and/or working
relationships, e.g., transfer agreements, contractual agreements for health
services.

A list is attached as Attachment C. III. Orderly Development, 1.

2. Describe the positive and/or negative effects of the proposal on the health care
system. Please be sure to discuss any instances of duplication or competition
arising from your proposal including a description of the effect the proposal will
have on the utilization rates of existing providers in the service area of the
project.

The Farms at Bailey Station will have a positive effect on the health care system. It
fills a need for a care alternative and a continuum of care for seniors. As a CCRC the
Farms at Bailey Station gives seniors the opportunity to reside in one community for
the remainder of their lives as their age and medical needs advance, and the FBSSNF
is a crucial component of the community. Residents of Bailey Station will buy into
the community with an entrance fee, the amount of which will be determined by the
size and type of unit purchased. Title to the living unit will remain vested in Bailey
Station, but the resident will have a life estate (the home is for the resident’s exclusive
use and benefit during his or her lifetime). Each member will also pay a monthly fee,
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the amount of which is based on several factors, including the size and type of unit
occupied upon entry. As a member of the community, each resident will be entitled to
a bed in the FBSSNF if and when his or her medical needs require a skilled nursing
bed. Upon the death of a resident, regardless of whether he or she was a resident in
the FBSSNEF, the resident’s heir(s) is entitled to a monetary payment in an amount
calculated in accordance with the resident’s contractual agreement.

Not all patients for the FBSSNF will come from one of the other levels of living
within Bailey Station; some will come from the community at large. This is especially
true during the first several years of operations. Eventually approximately 80%-85%
of patients are projected to be members of Bailey Station. It is not known at what rate
this “intra-community” fill up will occur, but the best estimate is this level will be
achieved within 8-10 years.

According to the Licensure website, there are currently 31 licensed nursing homes
with 3,976 beds in Shelby County. However, the 2012 Provisional Joint Annual
Reports filings reflect 31 facilities and 3,928 beds. The average occupancy rate of the
facilities filing JARs in 2012 was 89.3%. Utilization data for each facility, taken from
the JARs for the past 3 reporting years (2010-2012), in the format customarily
requested by the HSDA staff, is attached as Attachment C, I, Need, 5.

Almost all of these are traditional nursing home models. There is only one other
CCRC nursing facility in the primary service area, and that is The Villages at
Germantown. Its annual occupancy averaged 87.8% 2010-2012. The other CCRC
most relevant to this application is Kirby Pines Manor, a related facility in Shelby
County. Kirby Pines Manor’ average occupancy rate has exceeded 90% for each of the
past three years: 2010 = 92.6%; 2011 = 96.3%; 2012= 97.5%. The FBSSNF will be
closely modeled after the highly successful Kirby Pines Manor and projects high
occupancy rates after roughly 6 months of opening.

. Provide the current and/or anticipated staffing pattern for all employees
providing patient care for the project. This can be reported using FTEs for these
positions. Additionally, please compare the clinical staff salaries in the proposal
to prevailing wage patterns in the service area as published by the Tennessee
Department of Labor & Workforce Development and/or other documented
sources.

The following is the projected staffing upon fill-up and stabilization at 92%
occupancy:

2nd 30 Beds 1 60 Beds -
POSITION | FTE | SALARY FTE | SALARY MEDIAN WAGE
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RN--REG 200 [§ 145,600 3.00 $ 218,400 $59,706 per FTE

RN--W/E 080 |$ 65,520 1.20 $ 109,200 $59,706 per FTE

LPN--REG [4.00 |§ 166,400 8.00 $ 332,800 $40,735 per FTE

LPN--W/E [1.60 |[$ 66,560 3.20 $ 166,400 $40,735 per FTE

CNA--REG | 5.00 $ 104,000 |12.00 [$ 249,600 $22,516 per FTE

CNA--W/E [2.00 |§ 37,440 |4.80 $§ 124,800 $22,516 per FTE

TOTAL 15.40 32.20

4. Discuss the availability of and accessibility to human resources required by the
proposal, including adequate professional staff, as per the Department of Health,
the Department of Mental Health and Developmental Disabilities, and/or the
Division of Mental Retardation Services licensing requirements.

The applicant does not anticipate difficulty filling positions needed for FBSSNF. In
addition to meeting a need for SNF beds as part of a CCRC, this project will also bring
a community benefit of creating jobs in a still difficult economy. The FBSSNF will
comply with all licensing requirements of the Department of Health.

5. Verify that the applicant has reviewed and understands all licensing certification
as required by the State of Tennessee for medical/clinical staff. These include,
without limitation, regulations concerning physician supervision, credentialing,
admission privileges, quality assurance policies and programs, utilization review
policies and programs, record keeping, and staff education.

The management company for the FBSSNF, Retirement Companies of America, is an
experienced long term care management company. It has managed the highly
successful Kirby Pines Manor SNF for over 20 years. RCA is very familiar with all
applicable regulations and licensing requirements related to staffing and operations,
and will fully implement and assure compliance with same.

6. Discuss your health care institution’s participation in the training of students in
the areas of medicine, nursing, social work, etc. (e.g., internships, residencies,
etc.).

N/A. This is a proposed new facility. The owner would favorably consider such
opportunities in the future.
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7. (a) Please verify, as applicable, that the applicant has reviewed and understands

10.

11.

the licensure requirements of the Department of Health, the Department of
Mental Health and Developmental Disabilities, the Division of Mental
Retardation Services, and/or any applicable Medicare requirements.

The applicant verifies it has reviewed and understands the licensure requirements of
the Department of Health and/or any applicable Medicare requirements.

(b) Provide the name of the entity from which the applicant has received or will
receive  licensure, certification, and/or accreditation.

Licensure: Tennessee Department of Health, Board for Licensing Health Care
Facilities.

Accreditation: None.

If an existing institution, please describe the current standing with any licensing,
certifying, or accrediting agency. Provide a copy of the current license of the
facility.

N/A. This is a proposed new facility.

For existing licensed providers, document that all deficiencies (if any) cited in the
last licensure certification and inspection have been addressed through an
approved plan of correction. Please include a copy of the most recent
licensure/certification inspection with an approved plan of correction.

N/A. This is a proposed new facility.

Document and explain any final orders or judgments entered in any state or
country by a licensing agency or court against professional licenses held by the
applicant or any entities or persons with more than a 5% ownership interest in
the applicant. Such information is to be provided for licenses regardless of
whether such license is currently held.

None.

Identify and explain any final civil or criminal judgments for fraud or theft
against any person or entity with more than a 5% ownership interest in the
project.

None.

If the proposal is approved, please discuss whether the applicant will provide the
Tennessee Health Services and Development Agency and/or the reviewing agency
information concerning the number of patients treated, the number and type of
procedures performed, and other data as required.
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The applicant will do so.
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PROOF OF PUBLICATION w2

Attach the full page of the newspaper in which the notice of intent appeared with the
mast and dateline intact or submit a publication affidavit from the newspaper as
proof of the publication of the letter of intent.

The Notice of Intent was published in the Commercial Appeal, a newspaper of general
circulation in Shelby County, Tennessee on November 10, 2013. A Publisher’s Affidavit
is attached.

DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a Certificate of Need is
valid for a period not to exceed three (3) years (for hospital projects) or two (2) years
(for all other projects) from the date of its issuance and after such time shall expire;
provided, that the Agency may, in granting the Certificate of Need, allow longer
periods of validity for Certificates of Need for good cause shown. Subsequent to
granting the Certificate of Need, the Agency may extend a Certificate of Need for a
period upon application and good cause shown, accompanied by a non-refundable
reasonable filing fee, as prescribed by rule. A Certificate of Need which has been
extended shall expire at the end of the extended time period. The decision whether to
grant such an extension is within the sole discretion of the Agency, and is not subject
to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart on the next page. If the
project will be completed in multiple phases, please identify the anticipated
completion date for each phase.

A completed Project Completion Forecast Chart is attached on the following page.

2. If the response to the preceding question indicates that the applicant does not
anticipate completing the project within the period of validity as defined in the
preceding paragraph, please state below any request for an extended schedule and
document the “good cause” for such an extension.

Due to the size and complexity of the overall project, and the need to pre-sale some of
the independent living units, the applicant requests an initial 3 year period of validity
for the certificate of need.
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1

PROJECT COMPLETION FORECAST CHART =

Enter the Agency projected Initial Decision date, as published in Rule 68-11-1609(c):
February, 2014

Assuming the CON approval becomes the final agency action on that date; indicate the
number of days from the above agency decision date to each phase of the completion
forecast.

Anticipated Date

Phase DAYS (MONTH/YEAR)
REQUIRED
1. Architectural and engineering contract signed 210 Sept., 2014
2. Construction documents approved by the Tennessee 335 Jan., 2015
Department of Health
3. Construction contract signed 365 Feb., 2015
4. Building permit secured 425 April 2015
5. Site preparation completed 485 June, 2015
6. Building construction commenced 515 July, 2015
7. Construction 40% complete 695 Jan., 2016
8. Construction 80% complete 720 July, 2016
9. Construction 100% complete (approved for occupancy) 780 Sept., 2016
10. *Issuance of license 840 Nov., 2016
11. *Initiation of service 840 Nov., 2016
12. Final Architectural Certification of Payment 870 Dec., 2016
13. Final Project Report Form (HF0055) 960 Mar., 2017

* For projects that do NOT involve construction or renovation: Please complete
items 10 and 11 only.
Note: If litigation occurs, the completion forecast will be adjusted at the time of the
final determination to reflect the actual issue date.
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The Commercial Appeal
Affidavit of Publication

STATE OF TENNESSEE

COUNTY OF SHELBY
Personally appeared before me, Patrick Maddox, a Notary Public, Helen Curl, of

MEMPHIS PUBLISHING COMPANY, a corporation, publishers of The Commercial
Appeal, morning and Sunday paper, published in Mempbhis, Tennessee, who makes oath
in due form of law, that she is Legal Clerk of the said Memphis Publishing Company, and
that the accompanying and hereto attached notice was published in the following editions
of The Commercial Appeal to-wit:

November 10, 2013
Ll 7 A
éaz o (2

Subscribed and sworn to before me this 11th day of November, 2013.

ﬁ)(ﬂ--lr? 7 ¢ el @ Notary Public

My commission expires ;l/ 4 ,5} / (il

NOTIFICATION OF INTENT T APPLY FOR A CERTIFICATE OF NEED
This is to provide officidl notice Yo tha il Sarvicas and Developmant
Agency and all inteséstif irfias, I weaitiaice with TOA &5 B 11601,
et seq. and the Ruigs of e Hgly Shevices o) Davekipmant Aaty,
that The Farms at Bailoy Station SHF awnéa by Luke, Ine. & Tunnessee
nonprofil corporation, to be managed by Retirement Companies ol America,
LLC, intands to file an apphication for a Certificate of Need [or the addition
(30 SO lralfig ids b be cartifed o Madn parliciaation, to be
it of the 30 bad skifled nursing faciily apgrved by certiicale of need
TA02-004A, 11 thisapification s e skdllad sursing facifty wil
Fit & V0t O 60 et s Dicks The skl pursing Lty wit be
part of 2 contifitng carn fitirermsinl community Whish, wit include shifed
nursing beds, ssisted Ining bads and uniks. and indepsidant ting uita
for seniors to by locatad on an tiraddressed s on Crooked Grask Anag
Ilsl Off Halistan'Leve Asgd, nar the (nlerseetion of Hotlstn Levee ing
it Colryia, Sty Gty Tennassne. The ekl nrsing bes
il b icensad by fho Tonnisses Dapittment bf Hoalln, Baard for Licaesing
et Care Pt Serficas 40 ba provickd in the proposad beds cluds o
1 e of skl ekl s, nclding Infmessiale dovel i skieed
el i, s well s refiabaliition and erapy aervices. Theestimalid
progget cost 16 57,260 00.00.

The anticipated date of fling the application is November 15, 2013

The contact parson for Ihis project is Jerry W. Taylor, Attomey, who may
be reached al: Stites & Harbison, PLLC, SunTrust Plaza, Suile 800, 401
Commerce Slregt, Suile 800, Nashville, Tennesses, 37219, 615-762-2228,

Upon' written reguoel by Interested pariles, a local Fact-
Finding publie hearing shal be conducted. Written requesis
Tdr bisaring should bo sent to:
Tennesses Heallh Services and Developmenl Agency
Andrew Jackson Bullding, Ninth Floor
502 Deaderlck Sireel, Nashville, TN 37243

Pursiant'to TOACS GH1-1807(8) (1)) (A4) Any healil pard
inatitution wishing 1o apposa a Cartifloate of Nead application
s il o writtan notloe with the Health Servites and
Davelopmant J\unnc{ no later than fiftean (15) days beforethe
rergularty sahiduled Health Sarvices and Davelopmant Agency
imaatlng at which theapplication 1s ariginally schiaduled; and
(B) Any other parsen Wishing to opposa the appiication
must flis writlan: gbjaetion with the Health, S2pvices and
Devalopmant Agency atar prior to the consideration of the
agplication by thi Aguay.
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STATE OF TENNESSEE
Tre Hargett, Secretary of State

Division of Business Services

William R. Snodgrass Tower
312 Rosa L. Parks AVE, 6th FL
Nashville, TN 37243-1102

STITES & HARBISON, PLLC
STE 800

401 COMMERCE ST
NASHVILLE, TN 37219-2490

Request Type: Certified Copies
Request #: 91437

Issuance Date: 03/07/2013
Copies Requested: 1

Receipt #: 941804

Document Receipt

Filing Fee: $20.00

Payment-Check/MO - STITES & HARBISON, PLLC, NASHVILLE, TN $20.00

|, Tre Hargett, Secretary of State of the State of Tennessee, do hereby certify that LUKE, INC., Control # 487031 was
formed or qualified to do business in the State of Tennessee on 02/09/2005. LUKE, INC. has a home jurisdiction of

TENNESSEE and is currently in an Active status.

Processed By: Nichole Hambrick

S Yt

Tre Hargett
Secretary of State

The attached document(s) was/were filed in this office on the date(s) indicated below:

Reference # Date Filed
5348-1397 02/09/2005
6165-0421 11/29/2007
7007-0240 03/02/2012
7102-2388 10/05/2012

Filing Description

Initial Filing

Assumed Name

2011 Annual Report (Due 04/01/2012)
Assumed Name Renewal

Phone 615-741-6488 * Fax (615) 741-7310 * Website: hitp://tnbear.tn.gov/

Attachment A, 4
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THARTER OF -

LUKE, INC. sore T2 mp AEded]
ZERFED -5 Ak

The undersigned, a natural person, in order to form a corporation pursuant: to - the

Tennessee Nonprofit Corperation Act. hereby adopts the following charter for thé above-tiétéd
corporation:

1.

o

(P

The name of the corporation is Luke, Inc.
This corporation is a public benefit corporation.

This . orporation will have members. The sole member of the Corporation shall be The
Patmos Group, [nc., a Tennessee not-for-profic corporation.

The complete address of the corporation's initial registered office and the agent at that
office is: Jerry Sisson, 2171 Judicial Drive. Suite 215, Germantown, Shelby County,

Tennessee 38138,

The name, address. zip code, and county of the incorporator is: Jerry Sisson, 2171
Judicial Drive, Suite 215, Germantown, Shelby County, Tennessce 38138.

The complete address of the corporation's initial principal office is: 2171 Judicial Drive,
Suite 213, Germantown, Shelby County, Tennessee 38138.

This corporation is not for profit.

The Corporation may be dissolved by the Directors at a meeting held for the purpose of
adopting a reselution of dissolution, upon the affimmative votes of a majority of the
Directors of the Corporation, or without a meeting, by the written consent of all of the
Directors of the Corporation. Upon the dissolution of the Corporation, all of the
Corporation's property of every nature and description shall, afier making provision for
discharge of ail the liabilities and obligations of the Corporation, be paid over and
transferred as follows: (i) any assets held upon conditions requiring return, transfer or
conveyance, which conditions shall have occurred by reason of dissolution or otherwise
shall be riumed, transferred or conveyed in accordance with such requirements,
provided the return, transfer or conveyance is consistent with Section 501(c)(3) of the
Internal Revenue Code of 1986. as amended, (the “Code™), (ii) any assets held in trust for
specified purposes shall be applied 50 far as is feasible in accordance with the terms of

the trust, as long as it consistent with Section 501(e}3) of the Code, and (iii) the

remaining assets shall be paid aver and transferred exclusively for the purposes of the
Corporation, to one or more organizations described in Section S01(c)(3) of the Code.

The initial diréctors of the Corporation shall be:

a. Jimmy Latimer (Chairman), 7011 Poplar Ave., Germaniown, Tennessee 3813%
b. Rudolf Herzke, 2732 Mt. Moriah Parkway, Memphis, Tennessee 38115
¢. Bemy Terry, 2513 Norwood Drive, S.W., Decatut, Alabama 35603

The initial directors shall serve until their successors are elected. The number of
directors of the Corporation, and the manner of their election, shall be set forth in the

Corporation s By-Laws.
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10. The Corporation is organized and shall at all times be operated exclusively for religious,

1l

charitable, scientific, literary or educational purposes within the meaning of Section
501(c)(3) of the Code and, in particular, to deveiop a:id operate a retirement community.
In furtherance thereof, the Corporation shall be authorized to do all things necessary or
appropriate in order to accomplish the foregoing.

Solely for the above purposes, the Corporation is empowered to take and hold by bequest,
devise, gift, contribution, purchase. lease, or any other form, either absofutely or in trust,
any property, real or personal, tangible or intangible, without limitation as to amount or
valug; to sell, convey. use, apply and dispose of any such property and to invest and
reinvest the income and principle thereof; 10 deal with and expend the income and
principle of the Corpuration: to make gifts or contributions to other entities or persous;
and to exercise all other rights and powers conferred by the laws of the State of
Tennessee upon nonprofit corporations as are not inconsistent with the Corporation’s
status as an entity described in Code Section 501(c)(3).

The Corporation shall possess all power and authority permitied by law, except:

a. No part of the net earnings of the Corporation shall inure to the benefit of. or be
distributable to, its Directors, Officers, or any other private persons, except that
the Corporation shall be authorized to pay reasonable amounts for goods and
services provided and rendered and to make payments and distributions in
furtherance of the purposes set forth in Article 10 hereof,

b. No substantial part of the activities of the Corporation shall be the carrying on of
propaganda, or to otherwise attempting to influence legislation, and the
Corporation shall not participate in, or intervene in (including the publishing or
distribution of statements). any political campaign on behalf of or in opposition
to any candidate for public office.

. No director may be sued by the corparation or its members for breach of his or her

fiduciary duty to the corporation, provided, however, that this provision shall not absolve
a director from his or her duty of loyalty, for acts or omissions not in good faith or which
involve intentional misconduct or in knowing violation of the law, or for distrabutions in
violation 0: I.C.A. §48-58-304. All references in this subdivision to a director shall also
be deemed to refer to an officer of the governing body of a corporation which dispenses
with or limits the authority of the Board of Directors pursuant to T.C.A. §48-58-101.
provided that any such member shall be held to the same standard of conduct imposed on

a director.
g>¥Mhé;MW‘

J ewt [ncorpot,tor

Dated this 8th day of February, 2005,
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APPLICATION FOR -
- REGISTRATION OF
n"‘g:"“‘“‘ of Htate ASSUMED CORPORATE
rporate Filings NAME

312 Eighth Avenue North
6" Floor, William R. Snodgrass Tower
Nashville, TN 37243

Pursuant to the provisions of Section 48-14-101(d) of the Tennessee Business Corporation Act or Section 48-54-101(d) of
the Tennessee Nonprofit Corporation Act, the undersigned corporation hereby submits this application:

1. The true name of the corporation is Luke, Inc.

2. The state or country of incorporation is . Tennessee

3. The corporation intends to transact business in Tennessee under an assumed corporate name.

4, The assumed corporate name the corporation proposes to use is
The Farms At Bajley Station

[NOTE: The assumed corporate name must meet the requirements of Section 48-14-101 of the Tennessee Business
Corporation Act or Section 48-54-101 of the Tennessee Nonprofit Corporation Act.]

//'_X{'F ¢ 7 Luke, Inc.

Signature Date Name of Corporation
President //—K//t/M
Signer's Capacity /Si@naturc / Z

Rudolf Herzke
Name (typed or printed)

§5-4402 (Rev. 4/01) Filing Fee: $20 RDA1720

TZF0 G9T9




MANAGEMENT AGREEMENT

AGREEMENT made as of the 14 day of 2005 by and
between Luke, Inc., a Tennessee Not-for-Prdfjt Corporation, (the
"Owner") and RETIREMENT COMPANIES OF AMERICA, L.L.C., a Florida
limited liability company, (the "Manager").

Backgqround

The Owner is contemplating the development of a retirement
community located.in Collierville, Tennessee (the "Community").
In order to provide for the management of the Community, Owner
desires to retain Manager for an initial period of ten (10) years
plus any extensions as allowed herein commencing with the opening
of the Community (the "Commencement Date") to oversee and manage
the operation of the Community so as to provide quality services
and a suitable, congenial and attractive environment for the
Residents (as hereinafter defined) to the Community and the
Patients of its nursing and assisted 1living facilities, and
Manager has agreed to undertake these responsibilities at the
Community.

Agreements
The parties, intending to be legally bound, hereby agree:

1. Management. The Owner hereby retains the Manager, and
the Manager hereby agrees, to undertake the general supervision,
management and staffing of the Community and its operation. The
undertakings of the Manager shall include, but shall not be
limited to, the following powers, authorities and
responsibilities, each and all of which Owner hereby delegates to
the Manager and each and all of which Manager hereby assumes and
agrees to undertake on behalf of Owner within the general
directives, guidelines, policies and standards established by the
Owner:

(a) General Responsibilities. Manager shall ©provide
sufficient management personnel and the necessary expertise:

(1) To effectively and efficiently manage, oversee and
supervise the Community so as to provide a suitable,
congenial and attractive environment for the individuals
who have executed Resident's Agreements and who are
residing thereat (the "Residents™") and for those
individuals who, although not Residents, are patients in
the nursing and assisted living wing of the Community (the
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"Patients") ;

(2) To hire, fire, train and provide supervision for
all personnel necessary and convenient to the efficient
operation of the Community, which personnel, excluding the
Administrator, Medical Director, Nursing Home
Administrator and Marketing Staff, shall be employed by
Owner (collectively, the "Staff");

(3) To establish, within budgetary guidelines approved
by Owner on a annual basis, all wages, salaries and
benefits to be paid by Owner to the Staff and to
negotiate, with respect thereto, with any individual
member of the Staff or with any bargaining group
representing all or any portion of the Staff;

(4) To supervise the maintenance and the undertaking
of all alterations and repairs needed at the Community,
and to submit to the Owner for approval, periodically, a
list of, and a budget relating to, capital items to be
acquired for the Community, which budget shall include an
allocation for capital purchases to be undertaken by
Manager, at its discretion, in the event of emergency or
pressing need, the amount of which emergency purchases
shall not exceed Twenty Thousand Dollars (US $20,000.00)
per quarter;

(5) To arrange for appropriate types, categories and
amounts of insurance to cover the real and personal
property of the Community, and the actions of the Staff;

(6) To direct the food service operation at the
Community, insuring that appropriate dietary requirements
are met;

(7) To direct the nursing and assisted 1living
facilities operations at the Community and to endeavor to
insure that all appropriate governmental requirements or
regulations are satisfied or adhered to and that all
required licenses are maintained; and

(8) To recommend for approval by Owner capital
improvements, additions or expenditures to be undertaken
by the Owner.

(b) Financial Responsibilities. Manager shall:

(1) Prepare and submit to the Owner an annual
operating budget for the Community based on anticipated
revenues and expenses at the Community and endeavor to
cause the Community to operate within its budget,
notifying Owner as soon as practicable of all material
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changes or deviations from the budget projects, and making
recommendations to Owner concerning such changes or
deviations;

(2) Supervise all accounting, bookkeeping and
record-keeping for the Community, in accordance with
generally accepted accounting principles; provided,

however, that it shall be the responsibility of the Owner
to retain independent certified public accountants to
undertake the year-end audit of the Community's
operations, and to cause saild accountants to issue their
certified statements of profit and loss and the balance
sheet for the Community for each fiscal year;

(3) Provide the Owner with monthly financial reports
with respect to the Community, prepared by the Manager,
which shall include budgetary comparisons and capital
improvement reports and monthly written reports
summarizing Manager's actions hereunder;

(4) Calculation, submission to, and approval by the
owner, of the aggregate Monthly Rates (as defined in the
Resident's Agreement) necessary to maintain the Community
on a sound financial basis as a quality retirement
community, and pro rate said aggregate rates among the
Residents;

(5) Oversee the collection of all amounts due to the
Community from all sources, including, but not limited to,
amounts due from the Residents and Patients and due under
Medicare, Medicaid or other govermnmental or private
insurance programs (the "Receivables") and maintain
precise records of all such Receivables and, if deemed
necessary by Owner, retain, on behalf of Owner, counsel to
undertake 1litigation or. any similar action before any
administrative agency or board or in any court in order to

collect any Receivable. For purpose of this Agreement,
Receivables shall include all and any gifts, donations,
grants, pledges, legacies, bequests, devises or

contributions to the Community;

(6) Review the £financial resources of the Residents
and Patients at the Community, referring to Owner any in-
stances when a Resident or Patient is fimnancially unable
to continue to pay the full monthly rate or may be in need
of subsidy assistance;

(7) Review, when appropriate, the reserve requirements
of Owner's permanent lenders or governmental agencies with
jurisdiction over the Community to endeavor to ensure that
all such reserve requirements are being met on a timely
basis;

(8) Prepare and submit to Owner for filing all
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reports, statements of affairs or records required by any
federal, state or local government, or by any agency
thereof, with regard to the operations of the Community or
as may be necessary to obtain reimbursements or funds
therefrom; provided, however, that, with the exception of
payroll tax returns, Manager shall be under no duty to
prepare or file any income tax returns, to undertake any
tax planning or to prepare any State franchise or corpo-
rate income tax returns for the Owner or the Community,
all of which shall be the responsibility of Owner;

(9) Maintain all payroll records, draw all payroll
checks for the Staff and establish special payroll and
withholding tax escrow accounts and, when required, pay
the withholding taxes to the federal, state or 1local
taxing authority;

(10) Maintain records concerning and oversee the
payment of all accounts payable, and all amounts owing by,
the Community.

2. Revenues and Disbursements. The Owner and the Manager
cshall establish one or more demand, savings or similar accounts
with a commercial bank and/or any responsible financial or
investment institution (including, but not 1limited to, money
market or mutual fund investments) in Owner's name but on which
Owner and Manager as agent for Owner shall be entitled to draw,
and shall deposit all Entry Fees and Receivables received by
Owner and/or Manager for the Community (collectively, the
"Community Funds") into said account or accounts. From the
Community Funds so deposited, Manager shall pay, as accrued, the
following items in the following order of priority:

(a) All ordinary and necessary costs and expenses incurred
in the operations of the Community, including, but not
limited to, those incurred in providing the services
described in Section 1 above (the "Costs of Operation");

(b) All amounts of interest accruing and monthly principal
amortization payments due on all long term liabilities of the
Community (whether or not secured by mortgages or security
interests), and/or any obligations under any lease agreements
relating to the Community and to which Owner is a party.

(c) All taxes accruing on the Community, or its operations,
including, but not limited to, all federal, state or local
income, franchise, real property and sales taxes, or all
payments made in lieu of real property taxes.which Owner may
now or hereafter be required to pay;

(d) The Management Fee (as hereinafter defined);

(e) The establishment of appropriate reserves, as required
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by Owner's permanent lenders or by governmental agencies with
jurisdiction over the Community, or, if no such reserves are
required, then such reserves as Owner and Manager shall deem
prudent; and

(f) All remaining Community Funds received in each year
during the term hereof shall, at Owner's request, be paid to
Owner at the end of each fiscal year, promptly after the
books and records of the Communities shall have been audited
and prepared by independent certified public accountants;
provided, however, that in no event shall the balance of the
Community Funds in the account or accounts be less than Five
Hundred Thousand Dollars (US $500,000.00).

3. Management Fee.

(a) In consideration of the Management services provided by
Manager hereunder, Owner hereby agrees to pay to Manager each
month after the Commencement Date a fixed fee equal to

[fee is intended to approximate 5% of estimated
stabilized monthly gross revenues, excludlng entrance fees]
per month, payable on the first (1°%) day of said month.
This fee shall be adjusted on January 1°° of each year (the
“Ad]ustment Date”) by multlplylng this fee by the percentage
which is equal to the 1ncrease, if any, in the Consumer Price
Index on the Commencement Date and the Consumer Price Index
on the first day of October preceding the Adjustment Date.

(b) The Manager shall also be entitled to receive incentive
payments relating to the achievement of certain occupancy
targets. In particular, if occupancy of the Community for
the last day of any calendar month is equal to or greater
than ninety-five percent (95%), Manager shall be entitled to
receive an additional fee for such month pursuant to the
following schedule:

Occupancy Rate Incentive Fee

95% - 95.99% 0.5% of monthly maintenance
fees for such month

96% - 96.99% 1.0% of monthly maintenance
fees for such month

97% - 97.99% 1.5% of monthly maintenance
fees for such month

98% - 98.99% 2.0% of monthly maintenance

fees for such month
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99% or greater 2.5% of monthly maintenance
fees for such month

(c) Notwithstanding the provisions of sections 3 (b) hereof,
the aggregate of the fees payable under such section
(calculated from the Commencement Date through the date such
fees are otherwise payable) may not exceed twenty percent
(20%) of the sum of the aggregate fees payable to the Manager
pursuant to Sections 3(a) and 3(b).

(d) It is agreed that the Administrator, Medical Director,
and Nursing Home Administrator shall be the employees of
Manager and the Manager shall have the direct control over
these individuals. Owner shall pay to Manager a sum equal to
all costs of said employees, including without limitation,
all salaries, benefits, commissions, bonuses, taxes and
expenses of these employees (all of said costs to be approved
in advance by the Owner), provided that the Administrator,
Medical Director, and Nursing Home Administrator are not
owners or officers of or otherwise related parties (as
defined in Treasury Regulation Section 1.150-1) to Manager,
except for any employee of Manager who may be granted or sold
a direct or indirect ownership interest in Manager or a
related or affiliated entity to Manager of not more than 5%
of the total ownership interests in Manager or such related
or affiliated entity, All of the cost of the salary and
other costs of any such related party shall be borne by
Manager. This provision shall be interpreted in such a way
that Owner shall not pay Manager more than once for the costs
of the Administrator, Medical Director, and Nursing Home
Administrator, regardless of the provisions of any other
agreement between Owner and Manager.

4. Representations and Warranties.

(a) Owner hereby represents and warrants to Manager:

(1) Owner is organized and validly existing and in
good standing under the laws of the State of Tennessee,
and has full power and authority to own, and to delegate
to the Manager the management of the Community; and

(2) This Agreement has been duly authorized by the
owner, and the execution hereof and the performance, by
Owner, hereunder do not and will not violate any
provisions of existing law, or Owner's articles of
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organization or by-laws, or any statute, regulation, court
or administrative order or any agreement, contract or
lease to which Owner is a party, and there are no third
parties who must consent to the execution of this
Agreement by the Owner.

(b) Manager hereby represents and warrants to the Owner as
follows:

5.

(1) Manager is a 1limited 1liability company duly
organized, validly existing, and in good standing under
the laws of the State of Florida, is qualified to do
business in the State of Tennessee, and has the full power
and authority to carry on its business where and as now
conducted;

(2) This Agreement is a valid and binding obligation
of the Manager, has been duly authorized by the Manager,
and the making, execution and performance required
hereunder do not and will not violate any provisions of
existing law, or Manager's Certificate of Incorporation or
bylaws, or any statute, regulation, court or
administrative order or any agreement, contract or lease
to which Manager is a party, and there are no third
parties who must consent to the execution of this
Agreement by the Manager; and

(3) The Manager has sufficient personnel, management
capabilities and expertise to discharge the responsibili-
ties undertaken hereunder.

Covenants.

(a) During the term of this Agreement, Owner covenants and
agrees that it will:

(1) To the extent consistent with the delegation of
duties and responsibilities to the Manager hereunder,
assist the Manager in all matters contemplated herein, so
that the terms of this Agreement can be effected;

(2) Furnish to the Manager, with reasonable
promptness, such information and data concerning the
Community, including the financial condition of the Owner,
the Community and the Residents and Patients thereof, as
Manager may reasonably request, which information shall be
deemed and kept confidential by Manager;

(3) Promptly give written notice to the Manager of the

-7-



occurrence of any event that would cause any representa-
tion or warranty in Section 4(a) to be untrue at any time;

(4) Maintain its non-profit corporate existence and
comply with all applicable statutes, rules and regulations
with respect thereto; and

(5) Assist the Manager in its efforts to maintain
sufficient occupancy at the Community, enter into an
agreement with new Residents substantially similar to
those Agreements now in force and charge and collect from
each new Resident an Entrance Fee similar to that charged
to the existing Residents, adjusted, however, in line with
recommendations made by Manager and with a wview to the
improvements and acquisitions undertaken at the Community.

(b) During the term of this Agreement, Manager covenants
and agrees that it will:

(1) Maintain <corporate and operating management
reasonably satisfactory to the Owner, it being understood
that present management is satisfactory;

(2) Maintain its corporate existence and comply with
all applicable statutes, rules, and regulations with
respect thereto;

(3) Diligently discharge its duties and respon-

sibilities hereunder, and endeavor to operate the
Community in an efficient manner consistent with (A) the
character of thé Communities, {(B) the needs of the

Residents and Patients and (C) the Constitution, by-laws
and Articles of Incorporation governing Owner; and

(4) Promptly notify the Owner of the institution of
any action, proceeding or claim affecting the Community.

6. Term. Unless sooner terminated as provided herein,
this Agreement and the Owner's and Manager's responsibilities
hereunder shall terminate eight (8) years from the Commencement
Date; provided that this agreement shall automatically be
extended for an additional five-year period beyond the then
applicable expiration date unless either party gives written
notice to the other party within ninety (90) days of such
expiration date that the expiration date is not to be extended.

7. Default.

(a) The occurrence of one or more of the following events
shall constitute an Owner's Default hereunder:

656510
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(1) The inability to pay, out of Community Funds and
despite the best efforts of the Manager, all items set
forth in Section 2 hereof, and the failure of the Owner to
make a contribution to the capital of the Community, or to
extend to the Community a loan, subordinated on its terms
to all items set forth in Section 2 hereof, sufficient to
enable it to make the payments set forth in Section 2 as
and when due; or

(2) Owner's failure to observe or perform all
agreements, undertakings or covenants set forth in this
Agreement; or

(3) If any representation or warranty made by Owner in
connection with this Agreement becomes false or erroneous
in any material respect.

(b) The occurrence of one or more of the following events
shall constitute a Manager's Default hereunder:

(1) Manager's failure to comply substantially with the
terms of this Agreement, and to discharge the responsi-
bility set forth herein; or

(2) If any representation or warranty made by Manager
in this Agreement shall be or become false or erroneous in
any material respect.

8. Remedies.

(a) Owner's Remedies. If a Manager's Default shall occur,
and if Manager shall not have cured said default, to the
reasonable satisfaction of Owner, within ninety (90) days
after Owner shall have notified Manager in writing of the
occurrence thereof, Owner shall have the right to notify the
Manager that it intends to terminate the Agreement, effective
as of the date set forth in said notice, in which event
Manager shall cooperate with Owner to effectuate the orderly
transition of the responsibilities of the Manager hereunder
to the Owner or the Owner's designee.

(b) Manager's Remedies. If an Owner's Default shall occur,
and if Owner shall not have cured said default, to the
reasonable satisfaction of Manager, within ninety (90) days
after Manager shall have notified Owner in writing of the
occurrence thereof, Manager shall, in addition to all other
rights existing at law or equity, have the right to notify
the Owner that it intends to terminate this Agreement, as of
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the date set forth in said notice, in which event all
Manager's responsibilities, duties and liabilities hereunder
shall automatically terminate as of said date, and Owner
shall pay to Manager, as liquidated damages, all amounts
owing to Manager pursuant to Section 3 hereof through the end
of Owner's fiscal year in which such default shall have
occurred, together with a sum equal to the Management Fee
owing for the month in which the Agreement shall be
terminated, multiplied by twelve (12), all of which amounts
shall be due and payable, to the extent determinable, on the
date of termination, with appropriate adjustments made on the
last day of the aforesaid fiscal year; provided, however,
that in no event shall the amount paid pursuant to this
Section exceed the amount that would have been paid hereunder
if the Agreement had run its full term.

9. Termination. At the termination of this Agreement,

whether or not at the end of the term hereof:

656510

(a) The Manager shall deliver to the Owner all books and
records, licenses, and all other documents that were prepared
or maintained by the Manager and that are convenient or
necessary to the operation of the Communities;

(b) The Manager shall assist the Owner in effecting all
modifications or amendments to all licenses and contracts as
may be necessary to transfer control of the Communities to
the Owner or its designee;

(c¢) In all other matters, the Manager shall cooperate with
the Owner to effect an orderly transition of management and
control to the Owner or its designee; and

(d) All remaining Community funds shall be paid to the
Owner promptly after the termination date.

10. Indemnificatiomn.

(a) It is the Owner's and Manager’s intent to look first to
the Owner’s insurance for the payment of all applicable
losses, damages, expenses, judgments, settlements, and
defense costs, including all reasonable attorneys’ fees,
witness fees, costs of investigation and court costs (all of
the foregoing are hereinafter collectively referred to as
“Costs” arising in connection with any claim or allegation
asserted with regard to the Community, hereinafter
collectively, a “Claim”), without regard to the forgoing
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indemnities. Manager shall be named as an additional
insured on the Owner’s 1liability insurance, including,
without limitation, general liability, professional
liability, automobile and umbrella insurance policies, and
the Owner shall carry mutually acceptable types and limits
of insurance coverage within reasonable cost. Therefore,
notwithstanding any indemnity language to the contrary in
subparagraphs 10(b) and 10(c) below, the Owner’s insurance
shall take precedence over said indemnities and, in the
event a Claim arises that 1is covered by the Owner’s
insurance, Owner shall cause all Costs associated with the
Claim to be paid in accordance with the insurance, and to
the extent of such payment the indemnities set forth above
shall not apply. The parties agree to waive all rights of
subrogation relative to all Claims, including without
limitation property and worker’s compensation, provided that
such waiver does not invalidate any insurance policy.

(b) Owner hereby agrees to defend, indemnify and hold
Manager harmless from any and all claims made by any persons
or entities against Manager and arising or accruing as a
result of Manager’s discharge of its responsibilities
hereunder, or as a result of its connection with the
Community or with Owner, unless such claim shall be based on
Manager’s having negligently discharged its duties
hereunder.

(c) Manager hereby agrees to defend, indemnify and hold
Owrier harmless from any and all claims made against Owner by
any other person or entities and arising or accruing as a
result of negligence by Manager in the performance of its
duties and obligations hereunder.

11. Miscellaneous.

(a) Owner shall have the right, at any time, and from time
to time, to sell, mortgage, or lease the Community, or any
portion thereof; provided, however, that any such sale,
mortgage or lease shall be subject and subordinate to the
provisions hereof, and to the rights of the Manager herein,
and Owner shall inform any purchaser, mortgagee or lessee of
the existence of this Agreement and of its continued efficacy
notwithstanding the sale, mortgage or lease of the Community.

(b) BAny failure by either Owner or Manager to exercise any
right hereunder shall not be construed as a waiver of the
right to exercise the same or any other right at any time, or
from time to time thereafter.

-11-



656510

(c) If any provision of this Agreement shall for any reason
be held to be invalid or unenforceable in any jurisdiction in
which it is sought to be enforced, such invalidity and unen-
forceability shall not affect any other provision hereof and
it shall be construed as if such invalid or unenforceable
provision were omitted.

(d) This Agreement may be amended only in a writing
executed by officers authorized by the Boards of Directors of
the parties hereto.

(e) All agreements, representations and warranties made by
the Owner and Manager herein shall be continuing as long as
this Agreement shall remain in effect.

(f) Section headings are for reference purposes only.

(g) Any notice required under this Agreement to be sent by
one party to the other shall be sent Certified Mail, Return
Receipt Requested, postage prepaid to Owner at:

Luke, Inc.

c/o Rudolf Herzke

3535 Kirby Road

Memphis, Tennessee 38115

and to Manager:

Retirement Companies of America, L.L.C.
c/o Charles S. Trammell, Jr.

6465 North Quail Hollow, Suite 400
Memphis, Tennessee 38120

Any notice shall be deemed to be given when so mailed
unless returned to the sender by the post office.

(b) This Agreement may be executed in two (2) or more
counterparts, each of which shall be deemed an original but
all of which shall constitute but one agreement.

(i) In order to enable Manager to undertake those duties
set forth in Section 1(b) hereof, and in order to assist
Manager in the discharge of its duties hereunder, Owner
hereby makes, constitutes and appoints Manager its true and
lawful attorney for it and in its name to demand, sue for and
enforce payment of, receipt for and give discharge for all
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monies, securities, debts, and other c¢laims or causes of
action now or hereafter belonging to Owner or to which Owner
may be entitled; to settle and compromise all accounts,
claims, disputes and differences which Owner may have with
any other person, corporation or fiduciary; to endorse and
receive payment on all checks payable to Owner; to receive
and collect all dividends, interest and income arising from
any of Owner's property rights or holdings, and to sign its
name and execute on its behalf all checks, contracts,
transfers, assignments and instruments whatever; to buy,
sell, assign, transfer, and deliver or pledge securities of
any type and description, including, without limitation,
bonds and stock; to maintain trading, and investment
accounts, and generally to deal in stocks and securities as
freely as Owner could itself have; to appear for Owner as
Attorney-in-Fact in any action or proceeding to which Owner
may be a party; to retain on Owner's behalf an attorney or
attorneys at law whenever and as often as required in the
carrying out of such powers and to execute in Owner's name
agreements for the compensation of said attorney or
attorneys, or instruments authorizing them to appear for
Owner and to act for Owner whenever required; provided,
however, that each of the aforesaid powers may be exercised
only to further or effect the duties or responsibilities of
Manager as set forth in this Agreement.

(j) Manager's status in relationship to Owner is that of an
independent contractor retained by Owner to discharge certain
responsibilities as set forth herein.

(k) This Agreement shall not create any rights, or confer
any benefits, upon any persons or entities not a party
hereto.

(1) This Agreement shall not be assignable by Manager
without the written permission of Owner. This Agreement may
be assigned by Owner to any entity that is controlled by, or
under common control with Owner, provided that such assignee
satisfies the requirements imposed on Owner pursuant to
section 4 (a) hereof.

(m) This Agreement shall be governed by, and construed in
accordance with, the laws of the State of Tennessee.
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Executed as of the day and year first above written.

LUKE, INC.

656510
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Tom Leatherwood, Shelby County Register of Deeds: Instr. # 06158076

21

TJom Leatherwood

Shelby County Register

As evidenced by the instrument number shown below, this document
has been recorded as a permanent record in the archives of the
Office of the Shelby County Register.

T

09/Z6/2006 — OZoi31 _BM
_E___l'd! 1 R - WARRMANTY DECD
iz 436733-6158076

VALYE 266625000
HORTGAGT TAX 0.00
_IRABSFIR TAY 9865.12
RECORDIEG FEE 25.00
0¢ rem 2.00
| REGISTIR'S TEE 1.00
VALK THRU ITE 0.00
TOTAL AMOUKY 9893.12

TOM LEATHERWOOD

RCOLSTER OF DOLLS SECLAY COUNTY YEXNLSSEE

160 N. Main St., Suite 519 ~ Memphis, Tennessee 38103 ~ (301) 545-4366
http://register.shelby.tn.us
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Tom Leatherwood, Shelby County Register of Deeds: Instr. # 06158076

' o
This Instrument Prepared By Name and Address of Property Property Address:
and Return to: Owner: Vacant Land, east side of Houston
J. Edward Pcel Luke, Inc. Levee Road north of Poplar
5170 Sanderlin Avenue, Suite 201 Atin: Rudy Herzke Avenue, Collierville, Tennessee
Memphis, TN 38117-4360 2732 Mt. Morizh Parkway
Memphis, TN 38115 Tax Parcel ID #:
Part of C02-43-417
Mail Tax Bills to:
Luke, Inc. Fees and Taxes:
Attn; Rudy Herzke Recording $25.00
2732 Mt. Moriah Patkway Reg. Fee 3.00
Memphis, TN 38115 Transfer Tax 9.865.13
TOTAL $9,893.13
SPECIAL WARRANTY DEED

THIS INDENTURE, made and entered into effective the Z2Z day of September, 2006, by and between
HOUSTON LEVEE PARTNERS, a Tennessee general partnership (the “Grantor”), and LUKE, INC., a
Tennessee corporation (the “Grantee®).

WITNESSETH:

That for and in consideration of TEN AND NO/100 DOLLARS ($10.00) cash in hand paid, and other
good and valuable consideration, the receipt of which is hereby acknowledged, Grantor has bargained and sold
and does hereby grant, bargain, sell, convey and confirm unto Grantee, the following described real estate
located in the Town of Collierville, Shelby County, Tennessee (the “Property”):

See EXHIBIT “A” attached hereto and made a part hereof.

Title to the Property was vested in the Grantor by the Warranty Deed of record at Instrument Number
03236097 in the Register's Office of Shelby County, Tennessee.

TO HAVE AND TO HOLD the Property with all the appurtenances and hereditaments thereunto
belonging or in any wise appertaining unto Grantee, its successors and assigns, in fee simple forever.

Grantor does hereby covenant with Grantee that Grantor is lawfully seized in fee of the Property, that
Grantor has a good right to sell and convey the Property and that the Property is unencumbered except as
shown on the attached EXHIBIT “B”,

And Grantor does further covenant and bind itself, its successors and assigns, to warrant and forever

defend the title to the Property to the Grantee, its successors and assigns, against the lawful claims of all
persons whomsoever lawfully claiming or to claim the same or any part thereof, by, through, or under Grantor,

but not further or otherwise.

[SEPARATE SIGNATURE PAGE ATTACHED]

M:UEP\Premicr\Houston Levee Partners\Psalms\Conveyance Documenis\Special Warranty Deed 9-22-2006.D0C



Tom Leatherwood, Shelby County Register of Deeds: Instr. # 06158076

IN WITNESS WHEREOF, Grantor has caused this deed to be signed as of the day and year first above

written.
HOUSTON LEVEE PARTNERS, a Tennessee general
partnership
By: Premier Holding of Houston Levee, LLC, a
Tennessee litnited liability cornpany
R
Thomas F. Schaffler, ChiefManager
By: SFJ Investment Corp., a Tennessee corporation
By:
Aubre§F. Ballard, Jr., President
STATE OF TENNESSEE
COUNTY OF SHELBY

Before me personally appeared Thomas F. Schaffler with whom I am personally acquainted (or proved
to me on the basis of satisfactory evidence), and who, upon oath, acknowledged himself to be the Chief
Manager of Premier Holding of Houston Levee, LLC, the within named bargainor, a Tennessee limited
liability company, and that as such Chief Manager, executed the foregoing instrument for the purpose therein

contained, by personally signing the name of the company.

Witness my hand and seal this thc’Z?—“ day of Sept 2006 J
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Tom Leatherwood, Shelby County Register of Deeds: Instr. # 06158076

STATE OF TENNESSEE

COUNTY OF SHELBY

Before me personally appeared Aubrey F. Ballard, Jr. with whom I am personally acquainted (or
proved to me on the basis of satisfactory evidence), and who, upon oath, acknowledged himself to be the
President of SFJ Investment Corp., the within named bargainor, a Tennessee corporation, and that as such
President, executed the foregoing instrument for the purpose therein contained, by personally signing the name

of the corporation.

Witness my hand and seal this the 22" day of Sep 200
gy, ok g-/> ( )

ST ONARD A, .
G % NOTARY PUBLIC

S STATE
§ OF
i TENNESSEE
% NOTARY
", PUBLIC .~
19,! "nu"’.. \\\\

ffi BY A
Mt

W,

My Cpmmission Expires:
(pf 30 js zolo

0
R TP

u, N
Mt

\\\\\\uuluum,,”

Rk ek doh ok ok ok ok kR ke e

I hereby swear or affirm that, to the best of affiant's knowledge, information, and belief, the actual
consideration for this transfer or value of the property transferred, whichever is greater, is $2,666,250.00 which
amount is equal to or greater than the amount which the property transferred would command at a fair and

voluntary sale. ,.
v i

Affiant

9
Subscribed and sworn to before me this 17)‘ day of September, 2006.

Lyl Stre o

NOT@? PUBLI(/

My Commission Expires:

§-30
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Tom Leatherwood, Shelby County Register of Deeds: Instr. # 06158076

.

EXHIBIT “A”

Beginning at o point in the northwest corner of Croln Investments property, as recorded in
Instrument Number HT 0383 (SCRO), and alsa being on the east fine of Houston Levee Road
(114" ROW); thence North 07 degrees 43 minutes 23 seconds Eost, along the east line of said
Houston Levee Road, a distance of 204.76 feet lo o point; continuing clong the east line of said l
Houston Levee Road, the foilowing courses ond distances; thence South 84 degrees 35 minutes
32 seconds East, o distonce of 6.45 feet to o point; thence North 05 degrees 57 minutes 05
seconds Eost, a distonce of 100.70 feet to a point to the beginning of a curve concaove to the west
having. a@ radius of 2047.97 feet and a central angle of 4 degrees Z1 minutes 25 seconds and being
subtended by a chord which bears North 02 degrees 49 minutes 56 seconds East 155.70 feel; -
thence nortferly along said curve, a distonce of 155.74 feet to o point; thence North 00 degrees
19 minutes 22 seconds East, a distance of 686.52 feet to the Point of Beginning of the herein .
described tracl; thence North 00 degrees 18 minutes 22 seconds East, continuing along the ensi
line of said Houston Levee Road, o distance of 879.67 feet to o point for the southwest comer of
the Covenant Buoptist Church prapertﬁ. as recorded in Instrument Number KP 5450 (SCRO), and
also being the northwest corner of the hereln described tract; thence South 89 degrees 09 minutes
14 seconds East, departing the eost line of said Houston Leves Rood ond clong the south line of
gald Covenant Baptist Church property, o distance of 1218.53 feet to o polnt for the southeast
cormer of soid Covenant Baptist Church property and being on the west line of Elizabeth B. Porr,
Trustee property, cs recorded In Instrument Number GK 6695 (SCRO), said point clso belng the
northeast corner of the herein described tract; thence South 00 degrees 48 minutes 06 seconds
West, olong the west line of said Elizabeth B. Parr, Trustee property, o distance of 1201.43 feet to

a point; thenca MNorth 83 degrees 33 minutes 07 seconds East, o distonce of 48.73 feet to a point
far the northwaest comer of Susa Partnership, L.P. property, os recorded in Instrument Number

FY 2314 (SCRO); thence South 15 degrees 28 minutes 10 seconds West, afong the west line of i
soid Suso Partaership, L.P. property, o distonce of 922.36 feet to ¢ &oint for the northeast cormer
of the Shops at Houston Levee property, as recorded in Plot Book 185, Page B (SCRO), and also b
belng southeast corner of the herein described tract; thence North 71 degrees 27 minutes 03 ,
seconds West, along the north line of said Shops at Houston Levee property, and along Dwight ‘
M. Moore's prurerty. as recorded in Instrument Number KF 0888 (SCRO), a distance of 207.50 g
feet to a point; thence North 89 degrees 10 minutes 56 seconds West, a distance of 1135.79 feet ¢
io a point for the southwest comer of the herein described tract; thence North 00 degrees 06 §
minutes 57 seconds West, g dislance of 847,81 feet to o poinl to the beginning of a curve concave ;
te the north heving o radius of 884.00 feet and o central angle of 4 degrees 54 minutes 14_seconds:
and being subtended by o chord which bears North 85 degrees 53 minutes 06 seconds East 75.64 |
fest; thence enstexl{v along said curve, a distance of 75,66 feet; thence North 00 degrees 03 i
minutes 09 seconds Wast, o distance of 301.58 feet to a point: thence North 88 degrees 58 ;
minutes 01 seconds West, a distance of 773.52 feet to the Point of Beginnina.
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Torn Leatherwood, Shelby County Register of Deeds: Instr. # 06158076

EXHIBIT “B”

1. Easement of record at Instrument Numbers HU 5502 in the Register’s Office of Shelby County,
Tennessee.
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EXHIBIT 1

ANALYSIS OF POPULATION BY AGE COHORT

IN COLLIERVILLE PRIMARY MARKET AREA

Age Cohort 2014 2016 2018
Under 65 260,338 263,703 267,112
65 to 74 21,002 23,727 26,808
75 to 84 8,856 9,551 10,301
85 and over 3,163 3,355 3,559

Source: Claritas
MDS Analysis

Collierville Population
11/13/2013
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EXHIBIT 2

STATE OF TENNESSEE NURSING BED ANALYSIS

APPLIED TO COLLIERVILLE PRIMARY MARKET AREA

Projected Bed Need Estimated
2016 Level of Bed Need
Age Cohort Population Incidence in 2016
Under 65 263,703 0.0005 132
65 to 74 23,727 0.0120 285
75 to 84 9,551 0.0600 573
85 and over 3,355 0.1500 503
Estimated Nursing Bed Demand in 2016 1,493 Beds
Less Existing Beds in Collierville PMA 684
Remaining Bed Need Demand in Collierville PMA 809 Beds

Source: Claritas
MDS Analysis

Collierville - Nursing Bed Need to State of Tennessee
11/13/2013
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EXHIBIT 1

PRIMARY MARKET AREA

DEFINITION FOR A NEW SENIOR HOUSING

COMMUNITY IN COLLIERVILLE, TENNESSEE

e 38016
e 38017
e 38018
e 38027
e 38028

Cordova
Collierville*
Cordova
Collierville

Eads

e 38125
38138

e 38139
o 38141
e 38654

* Zip code of subject site location

Memphis
Germantown
Germantown
Memphis

Olive Branch

Figure 1 presents a map depicting the approximate
boundaries of this PMA. MDS has assumed that 65% to
75% of the new unit absorption will come from age and
income qualified households residing in this PMA.

Collierville, TN - Demographic Summary.xls\Market Area Def Nursing

2/26/2013

Attachment C, I, Need, 1, (a), 3




Ithngnnﬁn i)
e FIGURE 1

. 7 nglo
/ﬂﬂi’ﬁ‘—"q PRIMARY MARKET AREA DEFINITION

52{: va

S 1
I e . |
‘ 1_} —N ]

Py

_ A e
y ; T o o
R Gepmantow— . e

Site Location

Houston Levee Rd
North of Poplar Avehue

Rogsuille—~
lle-’

% .’,‘:-.\ Olive Branch e Ry 1 {
\ I n_‘:_.:‘\ e - ’ Y
Y 4“'- Oilve Branch = ] ';G":':“-\ i
T \§§ v, T S M,ggglfl‘easanl
I [ ‘%R \‘ A J —'Slayden
| ! \1
‘ .-q § = \\\1\\ miler g
AU ., \ (08) R, 4
5 - \'.‘\
__.—v——""’ | I\' rﬁ‘ ‘\\\‘:‘.
L. ~—— r __I
e ivg

i S

L ur )

fil L ___\_ng,‘ Cuckrum\

i 1

1 |

§ S - h—

D DELORME

Data use subject to license.
© Delorme. DelLorme Street Atlas USA® 2010.
www.delorme.com MN (1.1°W) Data Zoom 8-5




Attachment C. I, Need. 3

Wl

MOV U= a3 b
WTNTH HTOIHI 370 | 3oy3mv eQHvH .
NYW3IOMYH 311344 S
\:-hr' ECTTTS ' L.
¥ “ﬁ‘
. 2200 0u0403E Sl A
L3 T HOSYR oOmMLvH 0
HOSHIINIH (L.,
i FTHOHIANY T o )
1135208 <]
SN
W

1ok HOSED B30

HosEAVT e . — .%?\J
AHH3H ATIANTM Yoy
[Eelth] =

n).

IdwmlLs
AHIFODLHOH QHVG\ '

ANS NOILV.LS AHTIVE LV SN VA HHL
hi(OX |

VIIV ADIAYIS dA4SOd0dd




POPULATION AND DEMOGRAPHIC CHARACTERISTICS FARMS AT BAILEY STATION SNF

Total Population-Current Year-2014

Total Population-Projected Year-2016

Total Population-% change

Age 65 and over Population-2014

Age 65 and over Population-2016

Age 65 and over Population-% change - 2014-2016

Age 65 and over Population as % of Total Population - 2014
Age 65 and over Population as % of Total Population - 2016
Median Household Income

TennCare Enrollees - July, 2013

TennCare Enrollees as % of Total

Poverty Rate

Primary Service Area

Shelby County State of TN Total

293,359
300,336
2%
33,021
36,633
11%
11%
12%
$70,024 (2013)
Not Available
Not Available

Not Available

956,126
970,591
2%
103,296
109,969
6%

11%
11%
$46,102 (2011)
277,649
29%

21.5%

6,414,297
6,530,459

2%

904,587
960,158

6%

14%

15%

$43,989 (2011)
1,193,721

19%

18.4%

Sources: Shelby County and State data: Tenn, Dept. of Health and TACIR County Profiles; PSA Data: MDS, Inc., Claritas, Nielson Co.
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2012 2010 Pat. 2011 2012 '10-'12 % 2010 % 2011 % 2012 %
Nursing Home Lic.’d Beds Days Pat. Days Pat. Days Change Occ. Occ. Occ.
Allen Morgan Health and
Rehab Center 104 29053 27178 32094 10.5% 76.5% 71.6% 84.5%
Allenbrooke Nursing &
Rehab Center 180 61632 62846 62784 1.9% 93.8% 95.7% 95.6%
Applingwood Healthcare
Center 78 27076 24486 26651 -1.6% 95.1% 86.0% 93.6%
Ashton Place Health &
Rehab Center 211 72619 65464 68410 -5.8% 94.3% 85.0% 88.8%
Ave Maria Home 75 26796 25652 24507 -8.5% 97.9% 93.7% 89.5%
Baptist Memorial Hospital-
Memphis SNF 35 10378 10590 10561 1.8% 81.2% 82.9% 82.7%
Baptist Skilled Rehab Unit -
Germantown 18 324 2153 5423 1573.8% 4.9% 32.8% 82.5%
Bright Glade Health And
Rehabilitation Center 77 25709 25451 25867 0.6% 91.5% 90.6% 92.0%
Dove Health & Rehab Of
Collierville 114 27733 34996 35754 28.9% 66.6% 84.1% 85.9%
Grace Healthcare of
Cordova 284 86103 74167 74167 -13.9% 83.1% 71.5% 71.5%
Graceland Nursing Center 240 82117 76445 75843 -7.6% 93.7% 87.3% 86.6%
Harbor View [f/k/a Colrt
Manor}) 120 23637 34815 36457 54.2% 54.0% 79.5% 83.2%
Primacy Healthcare and
Rehab (f/k/a Kindred) 120 41826 31637 32196 -23.0% 95.5% 72.2% 73.5%
Kirby Pines Manor 120 40578 42160 42722 5.3% 92.6% 96.3% 97.5%
Memphis Jewish Home 160 48726 44394 42920 -11.9% 83.4% 76.0% 73.5%
Methodist Healthcare
Skilled Nursing Facility 44 5472 5370 6623 21.0% 34.1% 33.4% 41.2%
Midsouth Health And
Rehabilitation Center 155 17147 29172 49201 186.9% 30.3% 51.6% 87.0%
Millington Healthcare
Center 85 29170 28410 28917 -0.9% 94.0% 91.6% 93.2%
Poplar Point (f/k/a Overton
Park) 169 53543 47604 51074 -4.6% 86.8% 77.2% 82.8%
Parkway Health And
Rehabilitation Center 120 36359 42549 42102 15.8% 83.0% 97.1% 96.1%
Quality Care Center of
Memphis 48 13026 12244 12535 -3.8% 74.3% 69.9% 71.5%
Quince Nursing And
Rehabilitation Center 188 65719 66343 65776 0.1% 95.8% 96.7% 95.9%
Rainbow Health & Rehab Of
Memphis 115 38767 39763 39641 2.3% 92.4% 94.7% 94.4%
Signature Healthcare at
Saint Francis 197 72715 62807 61821 -15.0% 101.1% 87.3% 86.0%
Signature Healthcare at St.
Peter Villa 180 56578 54445 60560 7.0% 86.1% 82.9% 92.2%
Signature Healthcare Of
Memphis 140 49005 48440 49467 0.9% 95.9% 94.8% 96.8%
Spring Gate Rehabilitation
And Healthcare Center 233 73826 78591 78439 6.2% 86.8% 92.4% 92.2%
The Highlands Of Memphis
Health & Rehab 180 53561 55265 60143 12.3% 81.5% 84.1% 91.5%
The King's Daughters And
Sons Home 108 38768 37908 38653 -0.3% 98.3% 96.2% 98.1%
The Village At Germantown 30 10002 9371 9462 -5.4% 91.3% 85.6% 86.4%
Whitehaven Community
Living Center 92 30136 30268 28888 -4.1% 89.7% 90.1% 86.0%
TOTAL 3928 1248101 1230984 1279658 2.5% 87.1% 85.9% 89.3%

Source: Joint Annual Reports and Div. of Health Care Facilites Web Site

Attachment C, I, Need. 5




REES

November 12, 2013

V)

Ms. Melanie Hill
L plant Executive Director
4allas  Tennessee Health Services and Development Agency
houstan  Frost Building - 34 Floor
indianapolis 161 Rosa Parks Boulevard
mexico ity Naghville, TN 37243

oklahoma cily
san antonio

san francisco  Re: The Farms at Bailey Station — Skilled Nursing Home
spokane Certificate of Need Application

Dear Ms. Hill:

This letter is to provide confirmation of the estimated square footage and cost of the skilled nursing home for The Farms at Bailey
Station that is the subject of the referenced certificate of need application. The area of the building consists of approximately
28,372 gross square feet and the estimated cost is four million three hundred eighty four thousand eight hundred ninety-two
dollars and sixty cents ($4,384,892.60).

To the best of our knowledge and ability, this facility will be designed in compliance with the facility jurisdiction's building codes.

We understand the federal jurisdiction governing this facility, Centers for Medicare and Medicaid Services, has adopted the
following regulations:

e NFPA 101 Life Safety Code 2000
We understand the state jurisdiction governing this facility, Tennessee, has adopted the following regulations:

e Bureau of Health Licensure and Regulations
Board for licensing Health Care Facilities
Division of Health Care Facilities
Chapter 1200-08-06 Standards for Nursing Homes November, 2012 Revised

We understand that the Jocal jurisdiction governing this facility, Collierville, Tennessee has adopted the following building codes:

2012 Intemational Building Code 2012
2012 International Mechanical Code 2012
2012 International Fuel Gas Code

2012 International Plumbing Code

2008 National Electrical Code

Respectfully,
REES Associates, Inc.

Beverly Brandon, AlA, LEED AP
Vice President

rees.com Dallas Design Center Suite 737 1025 North Stemmons Freeway Dallas TX 75207 p. (214) 522-7337 f. (214) 522-0444
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. BankTennessee
= Welcome Home!

November 14, 2013

Ms. Melanie Hill

Executive Director

Tennessee Health Services and Development Agency
Frost Building, 3" Floor

161 Rosa Parks Blvd

Nashvlille, TN 37243

Dear Ms. Hill:

We understand that Luke, Inc. d/b/a The Farms at Bailey Station {FABS) is involved in the
completion of a 60-bed nursing home in Collierville, TN. and will be seeking construction financing
of approximately $6,350,000 at a 5.0% interest rate,

We have banking relationships with Luke, Inc. and Retirement Companies of America, LLC, companies
Affiliated with FABS and their financings with BankTennessee have performed as agreed. Further, our
review of their credit histories and financial statements indicate a superior credit worthiness and
financial track record,

We have had a chance to review the overall project and our initial impression is favorable. This letter
Expresses our favorable initial contact with FABS regarding their project and is not a commitment to
Finance the project. A commitment letter, if forthcoming, would only occur after a comprehensive
Underwriting and detailed review of the project and then only after our Bank’s Board approval.

Sincerely,
BankTennessee

P

Jim Rout
Chief Executive Officer and President

Attachment C, II, Economic F easibi@ag
www.bankiennessee.com Vet o




ae
PSALMS R BINC.

3535 Kirby Road + Memphis, Tennessee 38115

March 14, 2013
To whom it may concern:

In support of Luke, Inc.’s efforts to secure a Certificate of Need, Psalms, Inc. will provide
up to $500,000 if required to meet operating short-falls during the first year of operations.

Psalms, Inc.

o Seod A /m

Ru<:l(§ﬁt Herzke, P/esndent




PSALMS, INC
Statement of Financial Position
As of December 31, 2012

(Unaudited)
ASSETS
Current Assets
Cash and cash equivalents $ 6,898,422
Current assets held by trustee 248,872
Restricted cash for wait list deposits 4,383,411
Investments - retirement residential housing bonds - wait list deposits 2,664,790
Accounts receivable-net 1,288,024
Other current Assets 339,829
Total current assets 15,813,348
Assets whose use is limited or restricted under indenture
agreement - held by trustee 2,900,000
Property and equipment-net of accumulated
depreciation of $41,794,080 48,083,320
Other Assets
Bond origination costs and capitalized start-up costs
less accumulated amortization 622,567
Bond discount, less accumulated amortization 153,267
Accounts receivable - Luke, Inc. 2,102,071
Cash surrender value - life insurance 1,264,373
TOTAL ASSETS $ 70,938,946

LIABILITIES & NET ASSETS (DEFICIT)
Current Liabilities

Accounts payable - trade and construction $ 1,720,319
Accrued payroll and other expenses 1,793,739
Accrued interest payable 1,819,071
Accrued property taxes 118,429
Walit-list deposits 10,828,001
Refundable entrance fees 1,652,297
Line of credit 1,436,187
Note Payable 364,277
Current portion of capital lease obligation 1,180,000
Total current liabilities 20,812,320
Capital lease obligations, less current maturities 26,945,000
Refundable and unearned entrance fees 41,698,524
Net Assets (Deficit) (18,516,898)
TOTAL LIABILITIES AND NET ASSETS (DEFICIT) $ 70,938,946

Attachment C_I11. Economic Feasibility, 10




PSALMS, INC.
Statements of Operations and Changes in Net Assets (Deficit)
For the Year Ended December 31, 2012

{Unaudited)
Revenues, Gains and Other Support

Independent Living sevice fees $ 12,120,943
Gallory Manor service fees 6,598,402
Fireside Villa service fees 689,511
Providence Place service fees 788,756
Alzheimer service fees 1,049,487
Personal Support Services 808,955
Earned entrance fees 4,646,989

Total resident revenues 26,703,043

Expenses

Administrative and marketing 3,988,557
Management fees 1,060,633
Dietary 2,357,243
Plant and maintenance 2,917,610
Housekeeping and laundry 545,036
Security and transportation 482,308
Activities 203,158
Resident nurse and personal care expenses 1,055,027
Gallory Manor expenses 5,868,000
Fireside Villa expenses 791,047
Providence Place expenses 663,287
Alzheimer expenses 1,329,891

Total expenses 21,241,797

Change in Net Assets from Operations 5,461,246

Other Income (Expenses)

Interest Income 499,950

Other revenues 172,524
Interest expense (2,398,420)
Depreciation (2,880,000)
Amortization (565,536)
Other expenses {20,285)
Total other income (expense) (4,681,767)

Increase (Decrease) in Net Assets $ 779,479
Unrestricted net assets (deficit) at beginning of period (19,296,377)

Unrestricted net assets (deficit) at end of perlod $ (18,516,898)



Healthcare Providers
Rehab Care Group
NCS Healthcare of TN
Your Shared Hands
First Choice Medical Supply
UT Medical Group Inc
Gamma Healthcare Inc
Giles Fire Protection Co Inc
Stericycle
Cynthia Hughes
Radiographics
Preferred Medical
Patterson Medical

Emergency Mobhile Health Care, LLC

Touchtown

Wheelchair Express

Walmart Community
Professional Medical Transport
Angela K. Tartera

Don Johnson

Elect Home Care

Beyond This Day

Creative Aging Mid-South

Ecolab Food Safety Specialties
First Call Ambulance Service West
Baptist Home Medical Equipment
Rural/Metro Mid South, L.P.
Diagnostic Imaging

Mid-South Medical & Mobility
Maxim Healthcare Services
Athena Diagnostics, Inc

Attachment C, ITI, Orderly Development, 1
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AFFIDAVIT -
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=

STATE OF TENNESSEE =
COUNTY OF DAVIDSON

Jerry W. Taylor, being first duly sworn, says that he/she is the applicant named in this
application or his/her/its lawful agent, that this project will be completed in accordance
with the application, that the applicant has read the directions to this application, the Rules
of the Health Services and Development Agency, and T.C.A. § 68-11-1601, ef seq., and
that the responses to this application or any other questions deemed appropriate by the

Health Services and Development Agency are true and complete.

Sworn to and subscribed before me this /5{1‘- day of November, 2013 a Notary Public in
and for Davidson County, Tennessee.

PUBLIC
=23 TENNESSEE

My commission expires

MY commissio
N E .
MAY 20' 201E‘§.(PIRES.
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LETTER OF INTENT
TENNESSEE HEALTH SERVICES AND DEVELOPMENT AGENCY

The Publication of Intent is to be gublished in the Commercial Appeal, which is a newspaper
of g((ajneral circulation in Shelby County, Tennessee, on or before November 10, 2013 for
one day.

This is to provide official notice to the Health Services and Development Agency and all interested
parties, in accordance with T.C.A. §§ 68-11-1601, et seq. and the Rules of the Health Services and
Development Agency, that The Farms at Bailey Station SNF owned by Luke, Inc., a Tennessee
nonprofit corporation, to be managed by Retirement Companies of America, LLC, intends to file an
application for a Certificate of Need for the addition of 30 skilled nursing beds to be certified for
Medicare participation, to be part of the 30 bed skilled nursing facility approved by certificate of need
CN1303-008A. If this application is approved, the skilled nursing facility will have a total of 60 skilled
nursing beds. The skilled nursing facility will be part of a continuing care retirement community
which will include skilled nursing beds, assisted living beds and units and independent living units for
seniors to be located on an unaddressed site on Crooked Creek Road just off Houston Levee Road,
near the intersection of Houston Levee and Poplar in Collierville, Shelby County, Tennessee. The
skilled nursing beds will be licensed by the Tennessee Department of Health, Board for Licensing
Heath Care Facilities. Services to be provided in the proposed beds include a full range of skilled
nursing services, including intermediate level and skilled level nursing, as well as rehabilitation and
therapy services. The estimated project cost is $7,250,000.00.

The anticipated date of filing the application is November 15, 2013.

The contact person for this project is Jerry W. Taylor, Attorney, who may be reached at: Stites &
Harbison, PLLC, SunTrust Plaza, Suite 800, 401 Commerce Street, Suite 800, Nashville,
Tennessee, 37219, 615-782-2228, jerry.taylor@stites.com.

The published Letter of Intent contains the following statement pursuant to T.C.A. § 68-11-
1607(c)(1). (A) Any health care institution wishing to oppose a Certificate of Need
application must file a written notice with the Health Services and Development Agency no
later than fifteen (15) days before the regularly scheduled Health Services and Development
Agency meeting at which the application is originally scheduled; and (B) Any other person
wishing to oppose the application must file written objection with the Health Services and
Development Agency at or prior to the consideration of the application by the Agency.



State of Tennessee

Health Services and Development Agency
Andrew Jackson Building, 9th Floor, 502 Deaderick Street
Nashville, TN 37243

www.tn.gov/hsda Phone: 615-741-2364/Fax: 615-741-9884

November 26, 2013

Jerry W. Taylor

Attorney

Stites & Harbison, PLLC

401 Commerce Street, Suite 800
Nashville, TN 37219

RE: Certificate of Need Application CN1311-045
The Farms at Bailey Station

Dear Mr. Taylor:

This will acknowledge our November 25, 2013 receipt of your supplemental response
for a Certificate of Need for the addition of 30 Medicare certified skilled nursing beds to
an approved but implemented 30 bed skilled nursing facility to be part of a Continuum
of Care Retirement Community.

Several items were found which need clarification or additional discussion. Please
review the list of questions below and address them as indicated. The questions have
been keyed to the application form for your convenience. I should emphasize that an
application cannot be deemed complete and the review cycle begun until all questions
have been answered and furnished to this office. ’

Please submit responses in triplicate by 12:00 noon, Wednesday, November 27, 2013.
If the supplemental information requested in this letter is not submitted by or before
this time, then consideration of this application may be delayed into a later review
cycle.

1. Section A, Applicant Profile, Item 9 (Bed Complement Data)

The replacement Bed Complement Data Chart with the bed information on Row
N. Nursing Facility Level 2 (Medicare only) is noted. However, please total the
staff beds for the chart and re-submit.

2. Section B, Project Description, Item ILA.
The revised Square Footaige Chart is noted. Please provide a proposed Final
Cost/SF for row “E. Total GSF” on the Square Footage Chart rather than the
project construction cost of $4,384,892.60.

3. Section C, Need, Item 1l.a. (Service Specific Criteria (Nursing Home Services)
B. Occupancy and Size Standards 2.



Mr. Jerry Taylor
November 26, 2013
Page 2

The 50 bed or more nursing homes in the service area that did not attain 95%
occupancy in 2012 is noted. However, please identify those did not attain 95%
occupancy in 2011 as requested. Please clarify, if the provided list in
supplemental one also included 2011 nursing homes.

4. Section C, Need, Item 6

Your response to this item is noted. However please clarify if the licensed
occupancy of 3% is correct in Year One with an average projected daily census of

Your response to this item is noted. What does “RCA” stand for?

In accordance with Tennessee Code Annotated, §68-11-1607(c) (:32, "...If an application is
not deemed complete within sixty (60) days after written notification is given to the
applicant by the agency staff that the application is deemed incomplete, the application
shall be deemed void." For this application the sixtieth (60%") day after written
notification is Friday, January 17, 2014. If this application is not deemed complete by
this date, the application will be deemed void. Agency Rule 0720-10—.03(45 (d) (2)
indicates that "Failure of the applicant to meet this deadline will result in the
application being considered withdrawn and returned to the contact person. Re-
submittal of the application must be accomplished in accordance with Rule 0720-10-.03
and requires an additional filing fee." Please note that supplemental information must
be submitted timely for the application to be deemed complete prior to the beginning
date of the review cycle which the applicant intends to enter, even if that time is less
than the sixty (60) days allowed by the statute. The supplemental information must be
submitted with the enclosed afficflavzit, which shall be executed and notarized; please
attach the notarized affidavit to the supplemental information.

If all supplemental information is not received and the application officially deemed
complete prior to the beginning of the next review cycle, then consideration of the
application could be delayed into a later review cycle. The review cycle for each
application shall begin on the first day of the month after the application has been
deemed complete by the staff of the Health Services and Development Agency.

Any communication regarding projects under consideration by the Health Services and
Development Agency shall be in accordance with T.C.A. 5> 68-11-1607(d):

(1) No communications are permitted with the members of the agency once the
Letter of Intent initiating the application process is filed with the agency.
Communications between agency members and agency staff shall not be
prohibited. Any communication received by an agency member from a person
unrelated to the applicant or party opposing the application shall be reported
to the Executive Director and a written summary of such communication shall
be made part of the certificate of need file.

(2) All communications between the contact person or legal counsel for the
applicant and the Executive Director or agency staff after an application is
deemed complete and placed in the review cycle are prohibited unless
submitted in writing or confirmed in writing and made part of the certificate of
need application file. Communications for the purposes of clarification of facts
and issues that may arise after an application Eas been deemed complete and
initiated by the Executive Director or agency staff are not prohibited.



Mr. Jerry Taylor
November 26, 2013
Page 3

Should you have any questions or require additional information, please do not hesitate
to contact this office.

Sincerely,

6////?/ /mﬁﬁfl/

Phillip Earhart, HSD Examiner
Enclosure

PME



State of Tennessee

Health Services and Development Agency
Andrew Jackson Building, 9th Floor, 502 Deaderick Street
Nashville, TN 37243

www.tn.gov/ihsda Phone: 615-741-2364/Fax: 615-741-9884

November 21, 2013

Jerry W. Taylor

Attorney

Stites & Harbison, PLLC

401 Commerce Street, Suite 800
Nashville, TN 37219

RE: Certificate of Need Application CN1311-045
The Farms at Bailey Station

Dear Mr. Taylor:

This will acknowledge our November 15, 2013 receipt of your application for a

Certificate of Need for the addition of 30 Medicare certitied skilled nursing beds to an

e(lzpproved but implemented 30 bed skilled nursing facility to be part of a Continuum of
are Retirement Community.

Several items were found which need clarification or additional discussion. Please
review the list of questions below and address them as indicated. The questions have
been keyed to the application form for your convenience. I should emphasize that an
application cannot be deemed complete and the review cycle begun until all questions
have been answered and furnished to this office.

Please submit responses in triplicate by 12:00 noon, Tuesday, November 26, 2013. If
the suﬁplemental information requested in this letter is not submitted by or before this
time, then consideration of this application may be delayed into a later review cycle.

1. Section A, Applicant Profile, Item 5 (Bed Complement Data)

Please identify the members of Retirement Companies of America, LLC and each
member’s percentage of ownership.



Mr. Jerry Taylor
November 21, 2013

Page 2

2.

Section A, Applicant Profile, Item 9 (Bed Complement Data)

It appears that the bed data is in the incorrect row. Please submit a replacement
Bed Complement Data Chart with the bed information on Row N. Nursing
Facility Level 2 (Medicare only).

Section B, Project Description, Item 1.

Please provide occupancy projections for the independent living and assisted
living units up through the second year of operation of the proposed project.

Will the intermediate level of nursing services be limited to private pay
individuals?

Is there ownership overlap between Retirement Companies of America, Psalms,
Inc. and Luke, Inc.? If yes, please describe.

What will be the relationship between the 3-Story Medical Office Building and
the skilled nursing/assisted living facilities?

Is the second floor layout of the proposed project similar to the layout of the
previously approved first floor?

What would be the impact of just operating a 30-bed facility?
Please identify the three outstanding CONSs that total to 150 beds.

What percentage of the one-time entrance fee and monthly maintenance fees
subsidize the proposed nursing home?

Will individuals who reside at The Farms of Bailey Station be given prioritlz‘
status over a private pay non-resident in admissions to the proposed SN
nursing home?

Section B, Project Description, Item IL.A.

The last two columns of the Square Footage Chart should be in terms of cost per
square foot. Please submit a revised Square Footage Chart.

Section B, Project Description, Item IV (Floor Plan)

Where will second floor skilled patients go for rehabilitation and therapy
services?

Will there be any services on the first floor that second floor residents will have
to be transported?

Section C, Need, Item 1.a. (Service Specific Criteria (Nursing Home Services)
A. Need 1.

In addition to the nursing home beds accounted for in outstanding but
unimplemented CONs, including this application there are 70 beds pending
approval in Shelby County. Does the applicant believe there is a need for 7
additional nursing home beds in Shelby County?



Mr. Jerry Taylor
November 21, 2013

Page 3

Pease discuss how the Long-term Care Community Choices Act of 2008 has
impacted nursing home utilization rates in Shelby County for years 2010, 2011,
and 2012. The Long-term Care Community Choices Act of 2008 allows TennCare
to pai/1 for more community and home-based services for seniors such as
household assistance, home delivered meals, personal hygiene assistance, adult
day care centers and respite

Section C, Need, Item 1.a. (Service Specific Criteria (Nursing Home Services)
B. Occupancy and Size Standards 2.

Please identify individually the 50 bed or more nursing homes in the service area
that did not attain 95% occupancy in 2011 and 2012.

Section C., Need, Item 3

Is the Olive Branch ZIP Code a Mississipcf)i ZIP Code? If yes, when determining
bed need for the primary service area did the applicant include licensed nursing
home beds in the Olive Branch ZIP Code?

Section C., Need, Item 5

Your response is noted. Please complete the following tables:

Shelby County Nursing Home Utilization-2012

Facility

Licensed
Beds

Beds-
Medicare-
certified

Beds-
Dually
Certified

Beds-
Medicaid-
certified

Licensed
Only
Beds
Non-
Certified

SNF
Medicare
ADC

SNF
Medicaid
ADC

SNF
All
other
Payors
ADC

Non-
Skilled
ADC

Total
ADC

TOTAL

Source: Nursing Home JAR, 2012 (Provisional)




Mr. Jerry Taylor
November 21, 2013

Page 4
Shelby County Nursing Home Utilization-2011
Facility | Licensed | Beds- Beds- Beds- Licensed | SNF SNF SNF Non- Total
Beds Medicare- | Dually Medicaid- | Only Medicare | Medicaid | All Skilled | ADC
certified Certified | certified Beds ADC ADC other | ADC
Non- Payors
Certified ADC
TOTAL

Source: Nursing Home JAR, 2011

10. Section C, Need, Item 6
Your response to this item is noted.

Please complete the following tables

The Farms at Bailey Station (Proposed 30 beds)-Projected Utilization

Year | Licensed *Medicare- SNF SNF SNF Non- Total | Licensed
Beds certified beds Medicare Medicaid | All Skilled ADC | Occupancy %
ADC ADC other ADC
Payors
ADC
1
2

* Includes dually-certified beds

The Farms at Bailey Station (60 Bed Facility)-Projected Utilization

Year | Licensed *Medicare- SNF SNF SNF Non- Total | Licensed
Beds certified beds Medicare | Medicaid | All Skilled ADC | Occupancy %
ADC ADC other ADC
Payors
ADC
1
2

* Includes dually-certified beds



Mr. Jerry Taylor
November 21, 2013

Page 5

11.

12.

13.

Has the applicant been in contact with area hospital discharge planners to
determine if there is an existing demand for additional skilled nursing beds? In
2012 the Villa%e at Germantown reported that hospitals was the source of
approximately 90% of all admissions.

Please describe the expected occupancy trends of the independent living units
and the assisted living units concurrent with the first two years of the skilled
nursing beds in terms of the number of potential referrals during the first two
years of operation.

Section C, Economic Feasibility, Item 2

Your response to this item is noted. Please submit a revised letter from
BankTennessee indicating the anticipated term of the loan. or any restrictions or
conditions.

The letter from Psalms, Inc. committing up to $500,000 to the proposed project is
noted. It is also noted in Psalms, Inc. unaudited Statement of Financial Position
that as of December 31, 2012 there was reported cash and cash equivalents of
$6,898, 422; however the current ratio of 0.76:1 suggests that Psalms, Inc. does not
have enough current assets to cover all current Iia%)ilities.

Please provide the most recent audited financial statements for Psalms, Inc. and
discuss the feasibility of Psalms, Inc. providing $500,000 to the proposed project
to cover first year operational, losses.

Section C, Economic Feasibility, Item 4 (Projected Data Charts)
Please explain why there are no provisions for charity care.

Under Capital Expenditures please explain why there is interest expense but no
retirement of principal.

What do Physician Salaries and Wages represent?
Section C, Economic Feasibility, Item 6.B.

The response to this item is noted. As the applicant noted the Village at
Germantown (VAT) is the most comparable since it is also a CCRC. VAT has 30
Medicare only skilled nursing beds and in 2012 reported utilization that was 80%
Medicare skilled. VAT also reported providin _'g)hysical, occupational, and
speech ’cher.apgl services. VAT’s net charge in 2%13_ was $234.31. In order to
approximate the applicant’s projected charge of $429.66 in 2016, VAT would
have to increase its charge approximately 20% annually.

Please discuss why the applicant charges appear to significantly higher than
comparable facilities.

Please provide the Medicare allowable fee schedule for nursing homes.



Mr. Jerry Taylor
November 21, 2013
Page 6

14. Section C, Economic Feasibility, Item 11

Did the agplicant consider the alternative of monitoring the utilization of the first
30 beds before committing to adding an additional 30 beds? If not, please
explain why.

15. Section C, Orderly Development, Item 1

Your response to this item is noted. Does the applicant plan to have any
working relationships with area hospitals, which can be a major referral source
for Medicate skilled patients.

16. Section C, Orderly Development, Item 3

What are the expected FTE requirements for therapy personnel? Does the
applicant expect to hire or contract for other positions such as social worker,
activities director, and any other patient related positions?

In accordance with Tennessee Code Annotated, §68-11-1607(c) 5151), "...If an application is
not deemed complete within sixty (60) days after written notification is given to the
aEpIicant by the agency staff that the application is deemed incomplete, the application
shall be deemed void." For this application the sixtieth (60*") day after written
notification is Friday, January 17, 2014. If this application is not deemed complete by
this date, the application will be deemed void. Agency Rule 0720-10-.03(4) (d) t(}?)
indicates that "Failure of the applicant to meet this deadline will result in the
application being considered withdrawn and returned to the contact person. Re-
submittal of the application must be accomplished in accordance with Rule 0720-10-.03
and requires an additional filing fee." Please note that supplemental information must
be submitted timely for the a p%ication to be deemed complete prior to the beginning
date of the review cycle whiclil the applicant intends to enter, even if that time is less
than the sixty (60) days allowed by the statute. The supplemental information must be
submitted with the enclosed affidavit, which shall be executed and notarized; please
attach the notarized affidavit to the supplemental information.

If all supplemental information is not received and the application officially deemed
complete prior to the beginning of the next review cycle, then consideration of the
application could be delayed into a later review cycle. The review cycle for each
application shall begin on the first da%/ of the month after the application has been
deemed complete by the staff of the Health Services and Development Agency.

Any communication regarding projects under consideration by the Health Services and
Development Agency shall be in accordance with T.C.A. 5 68-11-1607(d):

(1) No communications are permitted with the members of the agency once the
Letter of Intent initiating the application process is filed with the agency.
Communications between agency members and agency staff shall not be
prohibited. Any communication received by an agency member from a person
unrelated to the applicant or party opposing the application shall be reported
to the Executive Director and a written summary of such communication shall
be made part of the certificate of need file.



Mr. Jerry Taylor
November 21, 2013
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(2) All communications between the contact person or legal counsel for the
applicant and the Executive Director or agency staff after an application is
eemed complete and placed in the review cycle are prohibited unless
submitted in writing or confirmed in writing and made part of the certificate of
need application file. Communications for the purposes of clarification of facts
and issues that may arise after an application has been deemed complete and
initiated by the Executive Director or agency staff are not prohibited.

Should you have any questions or require additional information, please do not hesitate
to contact this office.

Sincerely,

W’”/ “ Qf}ﬂ%

Mark A. Farber
Deputy Director

Enclosure

MAF
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RESPONSES TO SUPPLEMENTAL QUESTIONS

CERTIFICATE OF NEED APPLICATION

FOR

THE FARMS AT BAILEY STATION SNF

Addition of 30 SNF Beds to a Skilled Nursing Facility
as Part of a Continuing Care Retirement Community

Project No. CN1311-045

Shelby County, Tennessee

November 25, 2013

Contact Person:

Jerry W. Taylor, Esq.
Stites & Harbison, PLLC
401 Commerce Street, Suite 800
Nashville, Tennessee 37219
615-782-2228




The Farms at Bailey Station, CN1311-045 SUPPLEMENTAL-#1

Supplemental Responses November 25, 2013
Page 1 3:20pm

1. Section A, Applicant Profile, Item 5 (Bed Complement Data)

Please identify the members of Retirement Companies of America, LLC and each
member’s percentage of ownership.

Charles S. Trammel, Jr. 100%

2. Section A, Applicant Profile, Item 9 (Bed Complement Data)
It appears that the bed data is in the incorrect row. Please submit a replacement
Bed Complement Data Chart with the bed information on Row N. Nursing Facility
Level 2 (Medicare only).

A revised Bed Complement Data Chart is attached following this response.



SUPPLEMENTAL-# 1
November 25, 2013

3:20pm
Bed Complement Data
Please indicate current and proposed distribution and certification of facility beds.

TOTAL
Current Beds Staffed Beds Beds at
Licensed *CON Beds Proposed Completion

Medical
Surgical

Long-Term Care Hospital
Obstetrical

ICU/CCU
Neonatal

Pediatric

Adult Psychiatric

Geriatric Psychiatric
Child/Adolescent Psychiatric
Rehabilitation

Nursing Facility (non-Medicaid Certified)

Nursing Facility Level 1 (Medicaid only)
Nursing Facility Level 2 (Medicare only) 0 30 30 30 60

Nursing Facility Level 2
(dually certified Medicaid/Medicare)

ICF/MR
Adult Chemical Dependency

Child and Adolescent Chemical
Dependency

CZErR-rmoamHUOWp

~

~ 2

%

Swing Beds
Mental Health Residential Treatment
U. Residential Hospice

3

TOTAL 0 30 0 30 60

4R



The Farms at Bailey Station, CN1311-045
Supplemental Responses

Page 2

3.

Section B, Project Description, Item 1.

Please provide occupancy projections for the independent living and assisted living
units up through the second year of operation of the proposed project.

Will the intermediate level of nursing services be limited to private pay individuals?

Predominantly all the intermediate care patients will be private pay. There could be very
rare occasions where Medicare Part B would be the payor.

Is there ownership overlap between Retirement Companies of America, Psalms, Inc.
and Luke, Inc.? If yes, please describe.

There is no common ownership between the entities. The corporate officers of Psalms,
Inc. and Luke, Inc. are identical, and there is one common board member between those
two not-for-profit corporations. RCA is related to Psalms and Luke only through
contractual arrangements.

What will be the relationship between the 3-Story Medical Office Building and the
skilled nursing/assisted living facilities?

The medical office building (MOB) will be leased to various health care providers,
including physicians. Strong interest in leasing space in the MOB has been expressed by
University of Tennessee Medical Group, among others. Many of the patients of the SNF
will benefit from having their physician located on the same campus as the FBSSNF.

Is the second floor layout of the proposed project similar to the layout of the
previously approved first floor?

The lay outs of the two floors will be very similar but not identical.
What would be the impact of just operating a 30-bed facility?

It has always been the intent of the applicant to have a 60 bed SNF as part of the CCRC.
Operating a 30 bed SNF is feasible, but it is not practical. The economics are
challenging, and 30 beds are not sufficient to meet the needs of a CCRC community the
size and scope of Bailey Station, the residents of which are guaranteed access to a SNF
bed when needed.

Please identify the three outstanding CONs that total to 150 beds.

A description and summary of the 3 CON projects with outstanding approved beds is
attached following this response.

SUPPLEMENTAL-#1
November 25, 2013

3:20pm



The Farms at Bailey Station, CN1311-045
Supplemental Responses

Page 2

3.

Section B, Project Description, Item 1.

Please provide occupancy projections for the independent living and assisted living
units up through the second year of operation of the proposed project.

The following is an estimate of the census in the independent living (IL) and assisted
living (AL) units from Phase I and Phase II.

Phase 1 Phase II
L. 277 IL. 466
AL 63 AL 63

Will the intermediate level of nursing services be limited to private pay individuals?

Predominantly all the intermediate care patients will be private pay. There could be very
rare occasions where Medicare Part B would be the payor.

Is there ownership overlap between Retirement Companies of America, Psalms, Inc.
and Luke, Inc.? If yes, please describe.

There is no common ownership between the entities. The corporate officers of Psalms,
Inc. and Luke, Inc. are identical, and there is one common board member between those
two not-for-profit corporations. RCA is related to Psalms and Luke only through
contractual arrangements.

What will be the relationship between the 3-Story Medical Office Building and the
skilled nursing/assisted living facilities?

The medical office building (MOB) will be leased to various health care providers,
including physicians. Strong interest in leasing space in the MOB has been expressed by
University of Tennessee Medical Group, among others. Many of the patients of the SNF
will benefit from having their physician located on the same campus as the FBSSNF.

Is the second floor layout of the proposed project similar to the layout of the
previously approved first floor?

The lay outs of the two floors will be very similar but not identical.

What would be the impact of just operating a 30-bed facility?

It has always been the intent of the applicant to have a 60 bed SNF as part of the CCRC.
Operating a 30 bed SNF is feasible, but it is not practical. The economics are
challenging, and 30 beds are not sufficient to meet the needs of a CCRC community the
size and scope of Bailey Station, the residents of which are guaranteed access to a SNF
bed when needed.

Please identify the three outstanding CONs that total to 150 beds.

A description and summary of the 3 CON projects with outstanding approved beds is
attached following this response. The total number of outstanding CON beds is 148.

SUPPLEMENTAL-#1
November 25, 2013

3:20pm
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The Farms at Bailey Station, CN1311-045
Supplemental Responses

Page 3

What percentage of the one-time entrance fee and monthly maintenance fees
subsidize the proposed nursing home?

The specific percentage in any individual case, or in the aggregate, is not readily
ascertainable. The revenues from the entrance and maintenance fees go into the revenue
stream of the community and a portion of that revenue stream is used to subsidize the
cost of operations and debt service on the SNF.

Will individuals who reside at The Farms of Bailey Station be given priority status
over a private pay non-resident in admissions to the proposed SNF nursing home?

Yes, a resident of the community would be given priority over a non-resident if and to the
extent both were seeking admission to the same bed. The nursing facility will be filled
initially from residents outside of the CCRC. As residents age in place and move through
the continuum a larger portion of nursing residents will come from within the CCRC.
Management constantly monitors and assesses the needs of the residents to ensure
census is maintained and a place in the continuum is available if needed.

Section B, Project Description, Item IL.A.

The last two columns of the Square Footage Chart should be in terms of cost per
square foot. Please submit a revised Square Footage Chart.

A revised Square Footage and Cost Per Square Foot Chart is attached following this
response.

SUPPLEMENTAL-# 1
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S.

Section B, Project Description, Item IV (Floor Plan)
Where will second floor skilled patients go for rehabilitation and therapy services?

There will be rehab and therapy space on both the first and second floor. The floor plan
submitted with the application is not likely to be the exact final lay out. The floor plan
will be tweaked during the final construction drawings process. The overall square
footage will remain the same, or very close to the same as disclosed in the application.

Will there be any services on the first floor that second floor residents will have to
be transported?

No, it is anticipated each floor will have all the space and services needed for the
residents of each floor.

Section C, Need, Item 1.a. (Service Specific Criteria (Nursing Home Services) A.
Need 1.

In addition to the nursing home beds accounted for in outstanding but
unimplemented CONs, including this application there are 70 beds pending
approval in Shelby County. Does the applicant believe there is a need for 70
additional nursing home beds in Shelby County?

The applicant seeks only 30 beds, and the application demonstrates the need for those
beds. At this time the applicant takes no position as to the need for any beds beyond the
30 beds requested in the FBSSNF application.

Pease discuss how the Long-term Care Community Choices Act of 2008 has
impacted nursing home utilization rates in Shelby County for years 2010, 2011, and
2012. The Long-term Care Community Choices Act of 2008 allows TennCare to
pay for more community and home-based services for seniors such as household
assistance, home delivered meals, personal hygiene assistance, adult day care
centers and respite.

As reflected in Attachment C, I, Need, 5 in the application, average annual occupancy for
Shelby County Nursing homes beds were as follows:

2010: 87.1%
2011: 85.9%
2012: 89.3%

So average occupancy has increase by 2.2% between 2010-2012. Whether or not the
LTCCCA contributed to the increase, or whether it kept down what would have
otherwise been a greater increase would be speculation.

Section C, Need, Item 1.a. (Service Specific Criteria (Nursing Home Services) B.
Occupancy and Size Standards 2.

Please identify individually the 50 bed or more nursing homes in the service area
that did not attain 95% occupancy in 2011 and 2012.

A list of those facilities is attached following this response.

SUPPLEMENTAL-#1
November 25, 2013
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Shelby County Nursing Homes with > 95% Average Annual Occupancy in 2012 (Provisional JARSs)

Allen Morgan Health and Rehab Center

Applingwood Healthcare Center

Ashton Place Health & Rehab Center

Ave Maria Home

Baptist Memorial Hospital-Memphis SNF

Baptist Skilled Rehab Unit - Germantown

Bright Glade Health And Rehabilitation Center

Dove Health & Rehab Of Collierville

Grace Healthcare of Cordova

Graceland Nursing Center

Harbor View (f/k/a Court Manor)

Primacy Healthcare and Rehab (f/k/a Kindred)

Kirby Pines Manor

Memphis Jewish Home

Methodist Healthcare Skilled Nursing Facility

Midsouth Health And Rehabilitation Center

Millington Healthcare Center

Poplar Point (f/k/a Overton Park)

Quality Care Center of Memphis

Quince Nursing And Rehabilitation Center

Rainbow Health & Rehab Of Memphis

Signature Healthcare at Saint Francis

Signature Healthcare at St. Peter Villa

Spring Gate Rehabilitation And Healthcare Center

The Highlands Of Memphis Health & Rehab

The Village At Germantown

Whitehaven Community Living Center

SUPPLEMENTAL-#1
November 25, 2013
3:20pm
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8. Section C., Need, Item 3
Is the Olive Branch ZIP Code a Mississippi ZIP Code? If yes, when determining
bed need for the primary service area did the applicant include licensed nursing
home beds in the Olive Branch ZIP Code?
The Olive Branch zip code is located in Mississippi. It is within the Shelby County
Metropolitan Statistical Area. There are no nursing home beds located in the Olive
Branch zip code.

9. Section C,, Need, Item 5

Your response is noted. Please complete the following tables:

The tables with the requested data are attached following this response.
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. 2012 JAR
{Provislonal) Licensed
Beds- Beds- Beds- Only Beds: SNF/ SNF/ SNF All Non-
Licensed Medicare Medicaid Dually Non- Medicare- Medicaid other Payors Skilled
Facility Beds Certified Certified Certified Certified ADC ADC ADC ADC Total ADC
Allen Morgan Health and Rehab
Center 104 24 0 0 80 18.5 0.0 69.4 69.4 87.9
Allenbrooke Nursing & Rehab
Center 180 0 0 180 0 14.6 1423 15.1 139.8 172.0
Applingwood Healthcare Center 78 0 0 78 0 17.8 43.5 11.7 55.3 73.0
Ashton Place Health & Rehab
Center 211 0 0 211 0 21.8 160.3 5.4 139.9 187.4
Ave Maria Home 75 0 0 75 0 8.6 22.5 36.0 58.5 67.1
Baptist Memorial Hospital-
Memphis SNF 35 35 0 0 0 23.4 0.7 4.9 0.0 289
Baptist Skilled Rehab Unit -
Germantown 18 18 0 0 0 13.5 0.0 13 0.0 14.9
Bright Glade Health And
Rehabilitation Center 77 0 0 77 0 14.2 44.5 12.2 55.7 70.9
Dove Health & Rehab Of
Collierville 114 0 0 114 0 15.6 70.6 11.8 75.5 98.0
Grace Healthcare of Cordova 284 0 0 284 0 17.7 160.1 25.3 151.4 203.2
Graceland Nursing Center 240 120 120 0 0 141 188.1 5.6 154.0 207.8
Harbor View (f/k/a Court Manor) 120 0 0 120 0 19.2 72.2 8.5 80.7 99.9
Kindred Transitional Care (f/k/a
Primacy Healthcare) 120 120 0 0 0 53.2 0.0 35.0 29.4 88.2
Kirby Pines Manor 120 30 0 0 50 23.4 0.0 93.7 89.7 117.0
Memphis Jewish Home 160 o] 0 160 0 28.7 60.9 28.0 60.5 117.6
Tethodist Healthcare SKilled
Nursing Facility 44 a4 0 0 0 15.2 0.0 3.0 0.0 18.1
Midsouth Health And
Rehabilitation Center 155 0 0 155 0 15.3 98.0 215 113.6 134.8
Millington Healthcare Center 85 19 0 66 0 20.1 47.7 11.4 57.9 79.2
Poplar Point (f/k/a Overton Park) 169 0 115 54 0 23.6 115.0 1.4 0.0 139.9
Parkway Health And
Rehabilitation Center 120 0 0 120 0 24.0 82.6 8.8 74.5 115.3
Quality Care Center of Memphis 48 0 0 48 0 0.0 33.6 0.7 34.3 34.3
Quince Nursing And
Rehabilitation Center 188 0 0 188 0 28.2 120.7 313 134.6 180.2
Rainbow Health & Rehab Of
Memphis 115 0 0 115 0 26.0 74.3 8.3 78.6 108.6
Signature Healthcare at Saint
Francis 197 84 0 113 0 N/A N/A 326 94.4 169.4
Signature Healthcare at St. Peter
Villa 180 0 60 120 0 26.1 111.9 27.9 112.8 165.9
Signature Healthcare Of Memphis 140 0 0 140 0 24.2 103.2 8.2 109.1 135.5
Spring Gate Rehabilitation And
Healthcare Center 233 0 90 143 0 21.6 163.8 21.3 158.1 206.7
The Highlands Of Memphis
Health & Rehab 180 0 0 180 0 21.2 118.2 25.4 131.8 164.8
The King's Daughters And Sons
Home 108 0 0 108 0 15.6 68.7 21.6 79.5 105.9
The Village At Germantown 30 30 0 0 0 20.9 0.0 5.0 0.0 25.9
Whitehaven Community Living
Center 92 0 0 92 0 10.8 66.9 1.5 64.4 79.1

Totals/Average . 3928 524 385 2941 170 19.3 70.0 19.2 77.5 112.8
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2011 JAR
Licensed
Beds- Beds- Only Beds- SNF/ SNF/ SNF All Non-
Licensed Medicare Medicaid Dually Non- Medicare- Medicaid other Payors Skilled
Facility Beds Certified Certified Certified Certified ADC Total ADC
Allen Morgan Health and Rehab
Center 104 24 0 0 80 12.4 0.0 62.0 62.0 74.5
Allenbrooke Nursing & Rehab
Center 180 4] 0 180 0 16.0 144.7 11.5 139.9 172.2
Applingwood Healthcare Center 78 0 0 78 0 15.8 35.1 12.2 51.3 67.1
Ashton Place Health & Rehab
Center 211 0 0 211 0 19.5 159.9 0.0 131.3 179.4
Ave Maria Home 75 ] 0 75 0 4.0 23.7 42.6 66.2 70.3
Baptist Memorial Hospital-
Memphis SNF 35 35 0 (o} 0 25.2 1.1 2.7 0.0 29.0
Bright Glade Health And
Rehabilitation Center 81 0 0 81 0 16.3 53.4 0.0 52.3 69.7
TDove Heaffi & Rehab Of
Collierville 114 0 0 114 0 18.8 64.4 12.7 72.1 168.0
Graceland Nursing Center 240 120 120 o] 0 15.7 186.8 7.0 146.0 209.4
Harbor View (f/k/a Court Manor}) 120 0 0 120 0 23.8 61.6 10.0 71.6 95.4
Kindred Transitional Care (f/k/a
Primacy Healthcare) 120 120 0 (0] 0 56.4 0.0 30.3 27.6 86.7
Kirby Pines Manor 120 30 0 0 90 19.4 0.0 96.2 88.5 1155
Memphis Jewish Home 160 0 0 160 0 33.9 62.0 25.7 77.2 121.6
Midsouth Health And
Rehabilitation Center 155 0 0 155 0 14.9 58.6 6.4 59.7 79.9
Millington Healthcare Center 85 19 0 66 0 16.8 44.2 16.9 57.9 77.8
Poplar Point (f/k/a Overton Park) 169 0 115 54 0 13.0 115.7 1.7 101.5 130.4
Parkway Health And
Rehabilitation Center 120 0 0 120 0 15.4 84.1 17.1 76.1 116.6
Quality Care Center of Memphis 48 0 0 48 0 0.5 31.9 1.2 33.0 33.5
Quince Nursing And
Rehabilitation Center 188 0 0 188 0 27.8 1314 22.6 138.3 181.8
Rainbow Health & Rehab OF
Memphis 115 0 0 115 0 22.8 76.9 9.2 78.1 108.9
Signature Healthcare at sajnt
Francis 197 0 0 197 0 N/A N/A 34.4 92.5 172.1
Signature Healthcare at St. Peter
Villa 180 0 60 120 0 19.9 101.6 27.7 101.8 149.2
Signature Healthcare Of Memphis 140 0 0 140 0 24.3 98.1 10.4 100.0 132.7
Spring Gate Rehabilitation And
Healthcare Center 231 0 0 143 88 27.1 149.3 39.0 155.6 215.3
The Highlands Of Memphis
Health & Rehab 180 0 0 180 0 26.3 110.5 14.7 117.7 151.4
The King's Daughters And Sons
Home 108 0 0 108 0 15.7 58.7 294 76.7 103.9
The Village At Germantown 30 30 0 0 0 235 0.0 2.2 0.0 25.7
Whitehaven Community Living
Center 92 0 0 92 0 10.7 72.1 0.1 67.9 82.9
Totals/Average* 3584 378 295 2745 258 19.1 68.9 19.5 80.1 115.0

* There is no JAR on file in 2011 for the following facilites, which are listed as currently licensed on the web site: Baptist-Germantown SNF;

Civic Health and Rehab; Grace Healthcare; Methodist Healthcare SNF. The "Total/Average" does not include beds or days for these facilites.

3:20pm
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10. Section C, Need, Item 6
Your response to this item is noted. Please complete the following tables
The tables with the requested data are reflected below.
The Farms at Bailey Station (Proposed 30 beds)-Projected Utilization
Year | Licensed *Medicare- SNF SNF SNF Non- Total | Licensed
Beds certified beds | Medicare | Medicaid | All Skilled ADC | Occupancy %
ADC ADC other ADC

Payors
ADC

1 30 30 7 0 2 0 9 03%

2 30 30 22 0 5 0 27 90%

The Farms at Bailey Station (60 Bed Facility)-Projected Utilization
Year | Licensed *Medicare- SNF SNF SNF Non- Total | Licensed
Beds certified beds | Medicare | Medicaid | All Skilled ADC | Occupancy %
ADC ADC other | ADC

Payors
ADC

1 60 60 25 0 5 0 30 50%

2 60 60 42 0 13 0 55 92%

Has the applicant been in contact with area hospital discharge planners to
determine if there is an existing demand for additional skilled nursing beds? In
2012 the Village at Germantown reported that hospitals was the source of
approximately 90% of all admissions.

Yes. RCA has a full time dedicated staff person who stays in regular contact with
discharge planners at area hospitals in order to help with immediate referrals to Kirby
Pines, and in regard to future availability of beds and needs for placements at the
FBSSNF. The RCA staff routinely makes in person visits to the hospitals to facilitate
these efforts.

Please describe the expected occupancy trends of the independent living units and
the assisted living units concurrent with the first two years of the skilled nursing
beds in terms of the number of potential referrals during the first two years of
operation.

The following is an estimate of the census in the independent living (IL) and assisted
living (AL) units from Phase I and Phase II.

Phase 1 Phase I1
IL 277 IL 466
AL 63 AL 63
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11.

The exact number of referrals or residents for the SNF that will come from these units,
especially in the beginning, is not known. Eventually it is anticipated that about 80%-
85% of the SNF census will consist of individuals coming out of the other living units in
the CCRC.

Section C, Economic Feasibility, Item 2
Your response to this item is noted. Please submit a revised letter from
BankTennessee indicating the anticipated term of the loan. or any restrictions or

conditions.

A revised funding letter from BankTennessee is attached following this response.

SUPPLEMENTAL-#1
November 25, 2013
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November 22, 2013

Mr. Mark Farber
Deputy Director

A, BankTennessee
Welcome Home!

Tennessee Health Services and Development Agency

Andrew Jackson Bldg, 9" Floor
502 Deaderick Street
Nashville, TN 37243

Re: The Farms at Bailey Station

Dear Mr. Farber:

SUPPLEMENTAL- # 1

November 25, 2013
3:20pm

| have been requested to respond to question 11 In your letter to Mr. Taylor dated November 21, 2013.
The interim financing for this project, contemplates an interest rate of 5%, and the term of the loan
being two years. The restrictions and conditions are that a final certificate of need be granted for the

project, and that the parties reach mutually agreeable final terms of the loan. Please let me know if you

have additional questions.

Sincerely,

BankTennessee

Chief Executive Officer and President

www.banktennessee.com

[
MEMBEH F(IC
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The letter from Psalms, Inc. committing up to $500,000 to the proposed project is
noted. It is also noted in Psalms, Inc. unaudited Statement of Financial Position that
as of December 31, 2012 there was reported cash and cash equivalents of $6,898,
422; however the current ratio of 0.76:1 suggests that Psalms, Inc. does not have
enough current assets to cover all current liabilities.

Please provide the most recent audited financial statements for Psalms, Inc. and
discuss the feasibility of Psalms, Inc. providing $500,000 to the proposed project to
cover first year operational, losses.

See the attached schedule on the following page from the Vice President of Finance for
Retirement Companies of America, LLC showing the restated current ratio based on
audited financial statements as of 12/31/2012, and discussing the ability of Psalms, Inc. to
make the loan to Luke, Inc., if needed. The most recent audited financial statements for
Psalms Inc. are also attached.

SUPPLEMENTAL-#1
November 25, 2013

3:20pm
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CURRENT RATIO RESTATMENT 3:20pm
FYE 12/31/2012

PER 12/31/2012 AUDITED FINANCIAL STMTS:

DESCRIPTION AMOUNT
TOTAL CURRENT ASSETS $ 16,064,108
LESS: RESTRICTED ASSETS HELD BY TRUSTEE FOR BOND PAYMENTS (12,176)
LESS: RESTRICTED CASH FOR WAIT LIST DEPOSITS (4,383,410)
LESS: RESTRICTED INVESTMENTS FOR WAIT LIST DEPOSITS (2,654,790)
RESTATED CURRENT ASSETS $ 9,013,732
TOTAL CURRENT LIABILITIES $ 22,358,411
LESS: ACCRUED INTEREST EXCLUSIVE OF BOND INTEREST (1,594,590)
LESS: WAIT-LIST DEPOSITS (10,828,001)
LESS: LINE OF CREDIT (2,196,520)
RESTATED CURRENT LIABILITIES $ 7,739,300

CURRENT RATIO PER AUDITED FINANCIAL STATEMENTS 0.72to 1

RESTATED CURRENT RATIO 116 to 1

NOTE 1: WAIT LIST DEPOSITS ARE HELD UNTIL A RESIDENT MOVES IN AT WHICH TIME
THEIR DEPOSIT IS TRANSFERRED TO ENTRANCE FEES. IF A CONTRACT IS
CANCELLED BEFORE MOVE-IN, THE DEPOST IS REFUNDED WITHIN 90 DAYS.
IN ADDITION, ACCRUED INTEREST ON WAIT LIST DEPOSITS IS PRIMARILY
CREDITED TO A RESIDENT'S ACCOUNT UPON MOVE-IN OR REFUNDED
AT THE SAME TIME AS THE DEPOSIT UPON CANCELLATION.

NOTE 2: UNDER TERMS OF THE LEASE/BONDS AGREEMENT, 65 % OF THE WAIT LIST
DEPOSITS RECEIVED MUST BE HELD IN SEGREGATED DEPOSIT ACCOUNTS
AT ALL TIMES. FROM 2005 TO 2012, WAIT LIST DEPOSITS HAVE RANGED FROM
$9,474,816 TO $10,828,001, INDICATING THAT WHILE THIS AMOUNT IS
CLASSIFIED AS A CURRENT LIABILITY THE LIKELIHOOD OF A
SIGNIGICANT PORTION OF IT BEING REFUNDABLE WITHIN ONE YEAR IS
EXTREMELY UNLIKELY.

NOTE 3: THE LINE OF CREDIT OF $2,196,520 IS AVAILABLE UP TO $5,000,000 AND IS DUE
SEPTEMBER 3, 2013 (REVISED FROM 6/1/2013). THIS LINE OF CREDIT
HAS BEEN RENEWABLE FOR OVER 10 YEARS. THEREFORE, THERE IS
ENOUGH AVAILABILITY TO COVER THE $500,000 COMMITMENT TO THE
PROPOSED LUKE PROJECT.



PSALMS, INC.
FINANCIAL STATEMENTS

December 31, 2012 and 2011

WATKINS

UIBERALL

Cetlified Public Accountants & Financial Advisors
Independent Member of BKR Inlernational
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ORGANIZATION AND BUSINESS

State and Date of Incorporation

Tennessee - March 2, 1981

Office Location
3535 Kirby Road
Memphis, Tennessee 38115
Officers and Directors
Dr. James Latimer
Rudolf W. Herzke
Berry E. Terry
Richard Coons
James Ethridge
Dr. Fred Grogan
Boyd L. Rhodes, Jr.

Mary Ann Hodges

Business

Chairman of the Board and Director
President and Director

Secretary, Treasurer, and Director
Director

Director

Director

Director

Director

Operation of a planned unit residential life care community designed to provide continuing care

for senior adults.
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1941 Citrona Drive
Fernandina Beach, Florida 32034
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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Psalms, Inc.
Memphis, Tennessee

We have audited the accompanying financial statements of Psalms, Inc., which comprise the
statements of financial position as of December 31, 2012 and 2011, and the related statements of
activities, and cash flows for the years then ended, and the related notes to the financial
statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatements,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
reasonable basis for our opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Psalms, Inc. as of December 31, 2012 and 2011, and the changes in its net
deficit and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Wodlona Vs bradl, 1z e

Memphis, Tennessee
June 13, 2013



L
i

rr'flj
SUPPLEMENTAL-#1
PSALMS, INC. November 25, 2643
3:2(ggm
STATEMENTS OF FINANCIAL POSITION =
=]
=
December 31, 2012 and 2011
Assets
2012 2011
Current Assets
Cash and cash equivalents 6,877,282 $ 9,077,601
Current assets whose use is limited or restricted under
indenture agreement - held by trustee 12,176 20,841
Cash restricted for wait list deposits 4,383,410 4,688,333
Investments - retirement residential housing
bonds - restricted for wait list deposits 2,654,790 2,264,213
Accounts receivable, net of allowance for doubitful
accounts of $620,578 and $291,371, respectively 1,460,352 1,322,423
Due from related parties 355,191 286,964
Other receivables 53,072 -
Other current assets 267,835 257,502
Total current assets 16,064,108 17,917,877
Assets whose use is limited or restricted under indenture
agreement - held by trustee 2,900,000 2,900,000
Property and equipment, net of accumulated depreciation 47,613,171 46,984,478
Property held for sale 461,775 686,381
Other Assets
Bond origination costs and other capitalized costs,
less accumulated amortization of $1,513,811
and $1,467,859, respectively 632,151 678,103
Bond discount, less accumulated amortization of
$143,686 and $134,107, respectively 143,688 153,267
Related party receivable - Luke, Inc. 2,896,685 2,135,380
Cash surrender value - life insurance 1,274,580 1,147,536
Total assets $ 71,986,158 $ 72,603,022

The accompanying notes are an integral part of the financial statements.

4
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Net Assets (Deficit)

Unrestricted

Total liabilities and net assets (deficit)

(19,063,676)

3:20pm
Liabilities and Net Assets (Deficit)
2012 2011
Current Liabilities
Accounts payable - trade and construction $ 1,079,905 $ 1,086,182
Accrued payroll and other expenses 2,183,121 1,758,008
Accrued interest payable 1,810,389 1,918,358
Accrued property taxes 90,669 169,648
Due to related parties 664,373 698,115
Wait-list deposits 10,828,001 10,696,225
. Refundable entrance fees 1,417,857 1,695,621
Prepaid tenant fees 555,029 401,341
Line of credit 2,196,520 2,324,709
Note payable 352,547 379,027
Current maturities of capital lease obligation 1,180,000 1,115,000
Total current liabilities 22,358,411 22,242,234
Long-Term Debt
Capital lease obligation, less current maturities 26,945,000 28,125,000
Entrance Fees
Refundable fees 18,221,332 18,289,756
Deferred revenues from advanced fees 23,525,091 23,242,409
Total entrance fees 41,746,423 41,632,165
Total liabilities 91,049,834 91,899,399

(19,296,377)

$ 71,986,158

$ 72,603,022
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STATEMENTS OF ACTIVITIES N
=
e
For the Years Ended December 31, 2012 and 2011
2012 2011

Resident Revenues
Independent Living service fees $ 12,887,839 $ 12,008,372

Gallery Manor service fees 6,597,091 6,291,245
Fireside Villa service fees 689,513 i 15858
Providence Place service fees 788,755 845,088
Alzheimer service fees 1,049,487 1,313,565
Earned entrance fees 4,373,802 3,255,008
Total resident revenues 26,386,487 24,488,833
Expenses
Administrative and marketing 4,133,310 4,180,099
Management fees 1,060,633 1,013,988
Dietary 2,329,623 2,421,256
Plant and maintenance 2,763,099 2,847,943
Housekeeping and laundry 536,376 554,617
Security and transportation 477,400 448,277
Activities 194,251 193,499
Resident nurse expenses 1,052,439 567,832
Gallery Manor expenses 5,970,340 5,640,014
Fireside Villa expenses 769,200 790,781
Providence Place expenses 635,738 679,837
Alzheimer expenses 1,303,060 1,255,807
Total expenses 21,225,469 20,593,950
Change in net assets from operations 5,161,018 3,894,883
Other Income (Expenses)
Interest income 404,776 383,528
Loss on sale of property and equipment (37,928) (54,685)
Loss on sale of property held for sale (255,369) (42,972)
Change in market value of investments 96,717 55,217
Other revenues 151,568 170,154
Interest expense (2,381,720) (2,512,149)
Depreciation (2,850,829) (2,696,240)
Amortization (55,532) (55,532)
Total other income (expenses) (4,928,317) (4,752,679)
Change in net deficit 232,701 (857,796)
Unrestricted net deficit at beginning of the year (19,296,377) (18,438,581)
Unrestricted net deficit at end of the year $ (19,063,676) $ (19,296,377)

The accompanying notes are an integral part of the financial statements.
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STATEMENTS OF CASH FLOWS oo,
i
o

For the Years Ended December 31, 2012 and 2011

2012 2011
Cash Flows Provided By (Used For) Operating Activities:
Change in net deficit 232,701 $ (857,796)
Adjustments to Reconcile Change in Net Deficit to Net
Cash Provided By (Used For) Operating Activities:
Depreciation 2,850,829 2,696,240
Amortization 55,532 55,632
Change in market value of investments (96,717) (65,217)
Loss on the sale of property and equipment 37,928 54,685
Loss on the sale of property held for sale 255,369 42,972
Unearned entrance fees transferred from resident deposits 7,965,529 7,795,042
Entrance fees and other deposits earned (4,179,385) (3,129,537)
Changes in Operating Assets and Liabilities:
Accounts receivable (137,929) (236,139)
Due from related parties (68,227) (133,137)
Other current assets (63,405) (39,629)
Accounts payable - trade and construction (6,277) 299,809
Accrued payroll and other expenses 425,113 (341,268)
Accrued interest payable (107,969) 126,927
Accrued property taxes (78,979) 63,132
Due to related parties (33,742) 259,952
Prepaid tenant fees 153,688 91,663
Total adjustments 6,971,358 7,551,027
Net cash provided by operating activities 7,204,059 6,693,231
Cash Flows From (Used For) Investing Activities:
Purchases of property and equipment (3,517,450) (3,781,232)
Purchases of property held for sale (248,349) (213,825)
Proceeds from the sale of property held for sale 654,631 711,043
Increase in cash surrender value - life insurance (127,044) (120,276)
Decrease in assets whose use is limited or restricted 8,665 3,061
Restricted cash deposits for wait list 304,923 488,296
Purchase of investments - retirement residential housing bonds (998,860) (685,018)
Sale of investments - retirement residential housing bonds 705,000 -
Advances to Luke, Inc. (761,305) (887,587)
Net cash used for investing activities (3,979,789) (4,485,538)

The accompanying notes are an integral part of the financial statements.
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STATEMENTS OF CASH FLOWS (Continued) oy
=
For the Years Ended December 31, 2012 and 2011 -
2012 2011
Cash Flows From (Used For) Financing Activities:
Wait-list deposits received 8,534,351 8,479,650
Wait-list deposits refunded (427,100) (558,050)
Wait-list deposits transferred to entrance fees (8,402,575) (8,092,050)
Entrance fees refunded (3,859,596) (1,890,714)
Net borrowings (payments) on line of credit (128,189) 1,424,703
Principal payments of note payable (26,480) -
Principal payments on capital lease obligation (1,115,000) (1,045,000)
Net cash used for financing activities (5,424,589) (1,681,461)
Increase (decrease) in cash and cash equivalents (2,200,319) 526,232
Cash and cash equivalents at beginning of the year 9,077,601 8,551,369
Cash and cash equivalents at end of the year $ 6,877,282 $ 9,077,601
Supplemental Disclosure of Cash Flows Information:
Cash paid during the year for interest $ 2,489,689 $ 2,385,222
Supplemental Schedule of Non-Cash Investing Activities:
Acquisition of property in lieu of entrance fees 3 437,046 $ 297,008

The accompanying notes are an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS

December 31, 2012 and 2011

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Psalms, Inc. (the “Community”) is a nonprofit organization incorporated under the laws of the State
of Tennessee in 1981 for the purpose of constructing and operating a planned unit residential life
care community for the continuing care of persons at least fifty-five years old. The Community is a
not-for-profit corporation as described in Section 501(c)(3) of the Internal Revenue Code and is
exempt from federal income taxes pursuant to Section 501(a) of the Internal Revenue Code and
from Tennessee excise taxes under Section 67-2702 of the Tennessee Code. The Community is
classified as a public charity by the Internal Revenue Service.

Nature of Operations

The Community principally provides housing, health care and other related services to residents at
least fifty-five years old through the operation of a planned unit residential life care facility
containing 394 independent living apartments, 47 independent living garden homes, and a 184 bed
health care facility in Memphis, Tennessee.

Method of Accounting

The financial statements are prepared on the accrual basis of accounting in accordance with
accounting principles generally accepted in the United States of America.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Revenue Recoqnition

Revenue from residents receiving health care services is reported at the estimated net realizable
amounts from patients, third party payors, and others for services rendered including estimated
retroactive adjustments under reimbursement agreements with third party payors. Retroactive
adjustments are accrued on an estimated basis in the period the related services are rendered and
adjusted in future periods, as final settlements are determined. Laws and regulations governing
the Medicare program are extremely complex and subject to interpretation. As a result, there is at
least a reasonable possibility that recorded estimates will change by a material amount in the near
term.
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Fees paid by a resident upon entering into a resident agreement, net of refundable fees to the
resident as defined by the various types of resident agreements, are recorded as deferred
revenues from advanced fees and are amortized to income using the actuarial tables over the
estimated remaining life expectancy of the resident. In addition, each resident pays a monthly
service fee to cover operating expenses and other costs of the Community that is recognized as
revenues in the month earned. The fees are determined periodically by the board of directors
based on budgeted revenues and expenses and are allocated to each resident based on the size
of the unit.

In accordance with generally accepted accounting principles (“GAAP”), the Community reports
gifts of cash and other assets as restricted support if they are received with donor stipulations that
limit the use of the donated assets. When a donor restriction expires, that is, when a stipulated
time restriction ends or purpose restriction is accomplished, temporarily restricted net assets are
reclassified to unrestricted net assets and reported in the statements of activities as net assets
released from restrictions. Restricted contributions whose restrictions are met in the same
reporting period are shown as unrestricted contributions.

Concentrations and Credit Risks

The Community's credit risks primarily relate to cash and cash equivalents, cash held by trustees,
accounts receivable, and investments. Cash and cash equivalents are held primarily in accounts
at a bank and are insured by the FDIC up to an aggregate of $250,000. Cash held by trustees is
primarily invested in commercial paper and certificates of deposit with financial institutions. At
December 31, 2012 and 2011, cash deposits exceeded federally insured limits and securities
pledged to the trustee. Accounts receivable consists primarily of amounts due from residents in
the state of Tennessee and from other health care companies. The Community performs continual
credit evaluations of its residents, maintains an allowance for doubtful accounts, and generally
does not require collateral. Investments are in housing bonds which are secured by the property
and revenues of the underlying entities.

The Community grants credit to its residents primarily related to providing residential and health
care related services. The mix of receivables from residents as of December 31, 2012 and 2011 is
as follows:

2012 2011
Resident/Private Pay 50.92% 56.25%
Medicare 30.29% 26.39%
Co-Insurance 18.79% 17.36%
100.00% 100.00%

Fair Value Measurements

The Community applies GAAP for fair value measurements of financial assets and liabilities that
are recognized or disclosed at fair value in the financial statements on a recurring basis. GAAP
defines fair value as the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date. GAAP also

10
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establishes a framework for measuring fair value and requires certain disclosures about fair value
measurements. See Note 4 for additional disclosures.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Community considers all highly liquid debt
instruments purchased with an original maturity of three months or less to be cash equivalents. All
certificates of deposit are considered to be cash since interest penalties for early withdrawal are
insignificant. Cash held in investments are not included in cash and cash equivalents.

Accounts Receivable

Accounts receivable consists primarily of amounts due from residents of the Community as well as
third party payors. The Community continually evaluates accounts receivable to identify amounts
which are uncollectible. Accounts are written off as they are deemed uncollectible by management
based on the length of time outstanding, creditworthiness of the resident, and historical
experience. The Community provides an allowance for doubtful accounts.

Inventories

Inventories are valued at the lower of cost or market and consist primarily of food and medical
supplies. Cost is determined by the first-in, first-out (FIFO) method.

Property and Equipment

Property and equipment are stated at cost. Acquisitions of property and equipment in excess of
$2,500 are capitalized. Depreciation is calculated using the straight-line method to write off the
cost of the assets over their estimated useful lives ranging from five to forty years. The Community
has funded construction projects with refundable deposits from current and future residents, as
well as outside financing over the term of the construction period. Interest related to these funding
sources is capitalized during the construction period.

Property Held for Sale

Property held for sale, consisting of primary residences purchased from residents, is reported at
the lower of cost or fair value less estimated selling costs. Property held for sale is not
depreciated.

Intangibles
The Community amortizes bond origination costs and the bond discount over the life of the bonds

using the straight-line method. The other capitalized costs are being amortized using the straight-
line method over a period of forty years.

11
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Investments
The Community carries investments at their fair values in the Statements of Financial Position.
Realized and unrealized gains and losses are included in the change in net assets in the

accompanying Statements of Activities.

Investments in Cash Surrender Value - Life Insurance

The Community is the owner and beneficiary of several life insurance policies. The cash payable
on policy surrender consists of cash value, dividend accumulations, and interest earned.

Net Assets (Deficit)

In accordance with generally accepted accounting principles, the Community reports information
regarding financial position and changes in net assets classified as unrestricted, temporarily
restricted, and permanently restricted. The Community has only unrestricted net assets.

Advertising Costs

Advertising costs are expensed as incurred. During the years ended December 31, 2012 and
2011, the Community expensed $129,067 and $169,522 for advertising costs, respectively.

Leasing Expenses

Unit lease commissions are expensed in the year in which the units are occupied.

Income Taxes

The federal returns for tax years 2009 and beyond remain subject to examination by the taxing
authorities. ;

Date of Management's Review

The Community evaluated its December 31, 2012 financial statements for subsequent events
through June 13, 2013, the date the financial statements were available to be issued. The
Community is not aware of any subsequent events which would require recognition or disclosure in
the financial statements.

NOTE 2 — ASSETS WHOSE USE IS LIMITED OR RESTRICTED

The Trust Indenture dated November 15, 1997 (relating to the 1997 bond issue) and the First
Supplement to the Trust Indenture, dated June 15, 2001 (relating to the 2001 bond issue) requires
the Community to make monthly deposits into trustee funds (the Bond Funds) in an amount equal
to one-twelfth of the annual payment of principal and one-sixth of the semiannual payment of
interest. The Bond Fund balance was $12,176 and $20,841 at December 31, 2012 and 2011,
respectively. The Indenture also requires the establishment of Debt Service Reserve Funds with

12



SUPPLEMENTAL-#1
November 25, 2013
3:20pm

an initial deposit equal to the Debt Service Fund Requirement. The Debt Service Reserve Funds
balances were $2,900,000 for each of the years ended December 31, 2012 and 2011.

These investments are stated at cost, which approximates market.

NOTE 3 — PROPERTY AND EQUIPMENT

A summary of property and equipment is as follows at December 31:

2012 2011

Land and land improvements $ 5,379,322 $ 5,329,030
Building 74,744 542 71,877,686
Furniture and fixtures 3,312,433 3,567,262
Equipment 4,539,752 4,400,699
Construction in progress 1,745,243 1,448,607
89,721,292 86,623,284

Less: accumulated depreciation (42,108,121) (39,638,806)
$ 47,613,171 $ 46,984,478

NOTE 4 — INVESTMENTS AND FAIR VALUE MEASUREMENTS

Generally accepted accounting principles establish a fair value hierarchy that prioritizes observable
and unobservable inputs used to measure fair value into three broad levels, as described below:

e Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities the

Community has the ability to access.

e Level 2 - Inputs (other than quoted prices within Level 1) such as quoted prices for similar
assets or liabilities, quoted prices in inactive markets, or other inputs that can be

corroborated by observable market data.

e Level 3 — Unobservable inputs for assets or liabilities that rely on management's own
assumptions about the assumptions that market participants would use in pricing the assets

or liabilities.

In determining fair values, the Community utilizes valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs to the extent possible.

The following is a description of the valuation methodologies used for assets and liabilities

measured at fair value:

Residential housing bonds: Valued at the closing price reported in the active market in which

the individual or similar securities are traded.

The method described above may produce a fair value calculation that may not be indicative of net

realizable value or reflective of future values.
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valuation method is appropriate and consistent with other market participants, the use of different
methodologies or assumptions to determine fair value of certain financial instruments could result
in a different fair value measurement at the reporting date. There have been no changes in
methodologies used at December 31, 2012.

The following tables set forth by level, within the fair value hierarchy, assets and liabilities that are
measured at fair value on a recurring basis at December 31:

Fair Value Measurements at December 31, 2012

Level 1 Level 2 Total
Investments
Cash $ 248,866 $ . $ 248,866
Residential housing bonds - 2,405,924 2,405,924
$ 248,866 $ 2,405924 $ 2,654,790
Fair Value Measurements at December 31, 2011
Level 1 Level 2 Total
Investments
Residential housing bonds  $ - $ 2264213 $ 2,264,213

NOTE 5 - LINE OF CREDIT

The line of credit consists of the following at December 31:

2012 2011
$5,000,000 line of credit for operations and
construction - due to a bank, interest at bank's
prime rate (3.25% at December 31, 2012), due
June 1, 2013. $ 2,196,520 $ 2,324,709

The line of credit is secured by the garden homes at the Community. These garden homes are not
pledged as collateral for the bonds disclosed in Note 6.

NOTE 6 — CAPITAL LEASE OBLIGATION AND BONDS PAYABLE

Under a capital lease agreement, The Health, Educational and Housing Facility Board of Shelby
County, Tennessee, on behalf of the Community, issued $31,955,000 of revenue bonds on
November 25, 1997, and $7,000,000 of revenue bonds on June 15, 2001. The bonds are made up
of $24,145,000 tax-exempt 1997 Series A, $5,000,000 tax-exempt 1997 Series B Extendable Rate
Adjustable Securities (EXTRAS), $2,810,000 taxable 1997 Series C (paid off in 2004), $2,000,000
tax exempt Series 2001 A, and $5,000,000 tax exempt Series 2001 B Extendable Rate Adjustable
Securities (EXTRAS). The 1997 Series A bonds were issued at a $287,374 discount.
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Monthly payments required under the capital lease obligation are one-twelfth of the sum of the next
annual bond principal and semiannual interest payments and are payable to the Health,
Educational and Housing Facility Board of Shelby County, Tennessee.

In accordance with the Lease Agreement, the Community must meet the following covenants:

e Maintain a Debt Service Coverage Ratio of at least 1.1 in each fiscal year

e Have at least 60 days cash on hand

e Keep an amount in a segregated wait list deposit account, at all times, equal to or
exceeding 65% of the total wait list deposits received

As of December 31, 2012 and 2011, the Community was in compliance with these covenants.

Bonds payable consist of the following at December 31:

2012 2011

$24,145,000, Series 1997A, varying interest
rates between 6.25 and 6.375%, matures
November 15, 2025 $ 17,810,000 $ 18,715,000
$5,000,000, Series 1997B, bearing interest at
5.75%, matures November 15, 2027 5,000,000 5,000,000
$2,000,000, Series 2001A, bearing interest at
6.75%, matures November 15, 2014 315,000 525,000
$2,500,000, Series 2001B, bearing interest at
6.4%, matures November 15, 2022 2,500,000 2,500,000
$2,500,000, Series 2001B, bearing interest at
5.5%, matures November 15, 2027 2,500,000 2,500,000

28,125,000 29,240,000
Less current maturities (1,180,000) (1,115,000)

$ 26,945,000 $ 28,125,000
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Principal payments required are as follows for the years ending December 31:

2013 $ 1,180,000
2014 1,250,000
2015 1,330,000
2016 1,420,000
2017 1,505,000
Thereafter 21,440,000
$ 28,125,000

Principal payments on the bonds are due November 15 each year.

Substantially all of the property, equipment, (excluding the garden homes) and revenues of the
Community are collateral for the bond issues.

NOTE 7 — NOTE PAYABLE

The note payable consists of the following at December 31:

2012 2011
Note payable due on demand to a bank at a rate
of 5.75%, payable in monthly installments of
principal and interest payments of $6,691 through
December 2017, secured by real estate.
The note can be drawn up to $600,000. $ 352,547 $ 379,027

NOTE 8 — RETIREMENT PLAN

The Community has a non-contributory defined contribution retirement plan covering substantially
all full-time employees. Eligibility requirements are at least one year of service (over 1,000 hours)
and attainment of age 21. The Community's contributions are discretionary. Retirement plan
expense for each of the years ended December 31, 2012 and 2011 was $96,000.

NOTE 9 — RELATED PARTY TRANSACTIONS

The Community retains Retirement Companies of America, LLC (RCA), to provide development
and marketing services. The development agreement is effective through November 13, 2014.
Development fees of 6% of defined costs are included in building costs for completed projects in
the accompanying balance sheets. Development fees totaled $114,922 and $179,869 for 2012
and 2011, respectively. Under the marketing agreement, which is effective through November 30,
2017, the Community pays RCA a fee equal to 6% of the entrance fees collected on previously
occupied units, payable upon resident move-in. Such fees totaled $352,268 and $440,562 for
2012 and 2011, respectively.
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Under a separate management agreement effective through November 30, 2017, RCA provides
general management, supervision, and staffing for the Community at a standard monthly fee and
an additional fee per nursing beds, personal care beds, and Alzheimer’s disease beds in excess of
160. Management fees for these services were $1,060,633 and $1,013,988 in 2012 and 2011,
respectively. In addition, RCA is reimbursed for certain administrative services, and the
administrator, assistant administrator, and marketing staff salaries and related expenses (excluding
the marketing director). Such reimbursements totaled $1,509,617 and $1,369,468 for 2012 and
2011, respectively.

Amounts payable to RCA at December 31, 2012 and 2011 were $608,755 and $657,438,
respectively, and relate to advances, marketing and development fees, and salary
reimbursements.

The Community also purchased services and materials from companies/individuals that are owned
by the shareholders and/or spouses of the shareholders of the management company or related to
officers and board members of the Community. Costs for these services and materials in 2012
and 2011 totaled $96,195 and $89,913, respectively. Accounts payable to these companies at
December 31, 2012 and 2011 were $5,273 and $2,499, respectively.

The Community has purchased life insurance on the president of the Community, on one of the
shareholders of the management company, and on a key employee of the Community in the
amount of $4,500,000. The president of the Community is the insurance agent.

The Community has advanced funds to Luke, Inc. associated with the purchase and development
of 37 acres of land located at the Farms of Bailey Station. These costs are shown as a receivable
from Luke, Inc. on the statements of financial position. Luke, Inc. is a separate entity from Psalms,
Inc. and has three common board members. The Community had a receivable from the entity of
$2,896,685 and $2,135,380 at December 31, 2012 and 2011, respectively. The receivable is
secured by a portion of the property. The Community also guarantees interest on Luke, Inc.’s note
payable to Trustmark National Bank. This note bears interest at prime rate (3.25% at December
31, 2012) and had a balance of $2,280,000 and $2,660,000 at December 31, 2012 and 2011,
respectively.

The Community has paid the salary costs and out-of-pocket expenses for the Director of the Kirby
Pines Foundation since December 2009. The total costs paid of $322,040 and $255,021 at
December 31, 2012 and 2011, respectively, are included in the due from related parties on the
statements of financial position. The Director is soliciting donations which will offset the receivable
and eventually pay back the costs.

During 2012, the Community guaranteed the bridge loans for one employee and two current and
former board members totaling $606,300. The Community does not have title to these homes but
has funded the carrying costs of the homes totaling $68,270 and $38,774 for the years ended
December 31, 2012 and 2011, respectively.
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NOTE 10 — COMMITMENTS AND CONTINGENCIES

The Community has guaranteed bank loans of certain residents. Proceeds of the loans were used
to pay entrance fees. The amount of such loans outstanding was approximately $3,645,000 and
$5,430,600 at December 31, 2012 and 2011, respectively.

The Community relies on future entrance fees to pay wait list deposits and entrance fee refunds as
they become due. Entrance fees are also used for operating expenses.

At December 31, 2012 and 2011, the Community had a contingent liability for commissions
payable to the management company upon occupancy of apartments by future residents of
$649,680 and $641,774, respectively.

The Community has outstanding construction commitments of approximately $1,516,000 at
December 31, 2012, related to a construction project at Fireside Villa.

When the Community initially opened, it entered into several agreements in which the refundable
entrance fee is based upon 60% of the fair market value of the unit at the time of death. As of
December 31, 2012, three 60% fair market contracts were outstanding.

The Community is party to various legal proceedings that generally involve patient care issues.
These actions are, in the opinion of management, ordinary routine matters incidental to the normal
business conducted by the Community. In the opinion of management, after consultation with
outside legal counsel, and review of insurance coverage, the ultimate disposition of these
proceedings will not have a material effect on the Community’s financial position or results of
operations.

NOTE 11 — CLASSIFICATION OF EXPENSES

The Community provides housing, health care, and other related services to residents within its
geographic location. Program services and general and administrative expenses have been
allocated by function based on management's judgment of costs relating to each function.
Functional expenses include operating expenses as well as interest expense, depreciation, and
amortization. Functional expenses related to providing these services are as follows:

2012 2011
Program activities $ 20,668,020 $ 20,399,966
General and administrative 5,845,530 5,457,905

$ 26,513,550 $ 25,857,871
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12.

13.

Section C, Economic Feasibility, Item 4 (Projected Data Charts)
Please explain why there are no provisions for charity care.

The Farms at Bailey Station is a 501(c)(3) organization. The industry norm for start-up,
not-for-profit CCRC’s is for the 501(c)(3) organization to develop a Foundation which
serves as the principle charitable arm for the community. As the Community ages and
matures, donations from residents and their family allow the Foundation the opportunity
to provide financial assistance for residents who experience hardship for reasons beyond
their control, without the funding coming out of the operating budget of the facility.
Therefore, no expense for charity care is reflected on the financial projections.

Under Capital Expenditures please explain why there is interest expense but no
retirement of principal.

The interim financing will be an interest-only loan, which is the industry norm for this
type of construction financing.

What do Physician Salaries and Wages represent?
Those represent contractual fees for the Medical Director.
Section C, Economic Feasibility, Item 6.B.

The response to this item is noted. As the applicant noted the Village at
Germantown (VAT) is the most comparable since it is also a CCRC. VAT has 30
Medicare only skilled nursing beds and in 2012 reported utilization that was 80%
Medicare skilled. VAT also reported providing physical, occupational, and speech
therapy services. VAT’s net charge in 2012 was $234.31. In order to approximate
the applicant’s projected charge of $429.66 in 2016, VAT would have to increase its
charge approximately 20% annually.

Please discuss why the applicant charges appear to significantly higher than
comparable facilities.

There are several reasons why the average daily charges of FBSSNF are higher than the
other facilities listed: (1) the comparable charges are for 2012, whereas the FBSSNF
projected charges are for 2016; (2) FBSSNF with have a higher mix of skilled Level II
and rehab patients than do most of the facilities listed which results in higher average
charges per day; (3) FBSSNF will not participate in Medicaid, which results in higher per
day net charges.

Approximately 80%-85% of the occupied beds are projected to be Medicare reimbursed,
and the applicant will not set its own charges as to Medicare patients. The Resource
Utilization Groups (RUG) rates are determined by CMS based on the level of care and
services provided. The weighted average RUG rate applied in the projections was $450.

As to the Villages at Germantown (VAG), it should be noted that according to the 2011
Joint Annual Reports, the VAG average daily charges (net patient revenues divided by
total patient days) were $418.16 per day — very close to the applicant’s projected average
daily charges for 2016. Similarly, VAG’s average daily charges reported on its 2010
JAR were $402.72. These relatively higher average daily charges are reasonable to
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expect based on a relatively higher skilled nursing (Level II) census. The applicant does
not know why VAG’s reported average charges for 2012 decreased by approximately
44% between 2011-2012.

Please provide the Medicare allowable fee schedule for nursing homes.

A listing of the 2014 SNF RUG rates (effective 10/1/2013 to 9/30/2014) is attached
following this response.
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14.

15.

16.

Section C, Economic Feasibility, Item 11

Did the applicant consider the alternative of monitoring the utilization of the first 30
beds before committing to adding an additional 30 beds? If not, please explain why.

No, it has always been the intent of the applicant to have a 60 bed SNF as part of the
CCRC. Operating a 30 bed SNF as part of the CCRC is feasible, but it is not practical.
The economics are challenging, and 30 beds are not sufficient to meet the needs of a
CCRC community the size and scope of Bailey Station, the residents of which are
guaranteed access to a SNF bed when needed. The SNF is a core component of the
CCRC, and without a sufficient number of SNF beds (60) the development of the
independent living and assisted living portions of the development cannot move forward.

Section C, Orderly Development, Item 1

Your response to this item is noted. Does the applicant plan to have any working
relationships with area hospitals, which can be a major referral source for Medicare
skilled patients.

Yes. RCA has a full time dedicated staff person who stays in regular contact with
discharge planners at area hospitals in order to help with immediate referrals to Kirby
Pines, and in regard to future availability of beds and needs for placements at the
FBSSNF. The RCA staff routinely makes in person visits to the hospitals to facilitate
these efforts.

Section C, Orderly Development, Item 3

What are the expected FTE requirements for therapy personnel? Does the
applicant expect to hire or contract for other positions such as social worker,
activities director, and any other patient related positions?

A revised FTE staffing schedule which includes the DON, Social Worker and Activities
Director is attached following this response. The salaries for these positions were
included in the original CON Projected Data Charts.

The rchab and therapies positions will be contractual, and so those positions are not
expressed in FTEs on the staffing schedule. The allocated costs for these services, which
were included in the Projected Data Charts for the 60 bed facility, are as follows:

Year 1:

Physical Therapy: $753,266
Occupational Therapy: $729,579
Speech Therapy: $319,577
Year 2:

Physical Therapy: $1,265,605
Occupational Therapy: $1,228,268

Speech Therapy: $535,592
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%
The following is the projected staffing upon fill-up and stabilization at
92% occupancy.
2nd 30 Beds 60 Beds MEDIAN
POSITION FTE SALARY FTE SALARY WAGE*
RN--REG 200 $ 145,600 3.00 | § 218,400 $59,880
RN--W/E 080 |$ 65,520 120 | § 109,200 $59,880
LPN--REG 4.00 | $ 166,400 8.00 [ § 332,800 $38,310
LPN--W/E 1.60 | § 66,560 3201 % 166,400 $38,310
CNA--REG 500 |% 104,000 12.00 | $ 249,600 $23,130
CNA--W/E 2.00 | § 37,440 480 |9 124,800 $23,130
DON - $ - 1.00 | § 70,000 $59,880
ACTIVITES DIR. - $ - 1.00 | $ 24,960 Not Listed
SOCIAL WORKER - $ - 1.50 | § 48,400 Not Listed
TOTAL 15.40 35.70

*Source: Tennessee Department of Labor and Workforce Development
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STATE OF TENNESSEE =

COUNTY OF DAVIDSON

NAME OF FACILITY: The Farms at Bailey Station

I, Jerry W. Taylor, after first being duly sworn, state under oath that I am the applicant
named in this Certificate of Need application or the lawful agent thereof, that I have reviewed all
of the supplemental information submitted herewith, and that it is true, accurate, and complete.

Sworn to and subscribed before me this the 025 h day of /{/WU/ , 2013, a Notary
Public in and for Davidson County Tennessee.
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RESPONSES TO SECOND SUPPLEMENTAL QUESTIONS

CERTIFICATE OF NEED APPLICATION

FOR

THE FARMS AT BAILEY STATION SNF

Addition of 30 SNF Beds to a Skilled Nursing Facility
as Part of a Continuing Care Retirement Community

Project No. CN1311-045

Shelby County, Tennessee

November 26, 2013

Contact Person:

Jerry W. Taylor, Esq.
Stites & Harbison, PLLC
401 Commerce Street, Suite 800
Nashville, Tennessee 37219
615-782-2228
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The Farms at Bailey Station, CN1311-045 SUPPLEMENTAL- # 2

Second Supplemental Responses November 26, 2013
Page 1 3:40pm

1. Section A, Applicant Profile, Item 9 (Bed Complement Data)

The replacement Bed Complement Data Chart with the bed information on
Row N. Nursing Facility Level 2 (Medicare only) is noted. However, please
total the staff beds for the chart and re-submit.

A revised Bed Complement Chart with the requested revision is attached
following this response.



SUPPLEMENTAL- #

2

November 26, 2013

3:40p|

Bed Complement Data
Please indicate current and proposed distribution and certification of facility beds.

TOTAL
Current Beds Staffed Beds Beds at
Licensed *CON Beds Proposed Completion

Medical
Surgical

Long-Term Care Hospital
Obstetrical

ICU/CCU

Neonatal

Pediatric

Adult Psychiatric

Geriatric Psychiatric
Child/Adolescent Psychiatric
Rehabilitation

Nursing Facility (non-Medicaid Certified)
Nursing Facility Level 1 (Medicaid only)
Nursing Facility Level 2 (Medicare only) 0 30 0 30 60

Nursing Facility Level 2
(dually certified Medicaid/Medicare)

ICF/MR
Adult Chemical Dependency

Child and Adolescent Chemical
Dependency

CZZrR--~EAamEUOWp

T

~ Qo

Swing Beds
Mental Health Residential Treatment
Residential Hospice

SN

TOTAL 0 30 0 30 60

m
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The Farms at Bailey Station, CN1311-045 SUPPLEMENTAL-# 2

Second Supplemental Responses November 26, 2013
Page 2 3:40pm

2. Section B, Project Description, Item ILA.
The revised Square Footage Chart is noted. Please provide a proposed Final
Cost/SF for row “E. Total GSF” on the Square Footage Chart rather than the
project construction cost of $4,384,892.60.

A revised Square Footage and Cost Per Square Footage Chart with the requested
revision is attached following this response.
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Page 3 3:40pm

3. Section C, Need, Item 1.a. (Service Specific Criteria (Nursing Home Services)
B. Occupancy and Size Standards 2.

The 50 bed or more nursing homes in the service area that did not attain 95%
occupancy in 2012 is noted. However, please identify those did not attain 95%
occupancy in 2011 as requested. Please clarify, if the provided list in
supplemental one also included 2011 nursing homes.

Attached following this response are separate lists showing the nursing homes in
Shelby County that did not achieve a 95% average annual occupancy rate in 2012
and 2011, respectively.



Shelby County Nursing Homes with > 95% Average Annual Occupancy in 2012 (Provisional JAR)

Allen Morgan Health and Rehab Center

Applingwood Healthcare Center

Ashton Place Health & Rehab Center

Ave Maria Home

Baptist Memorial Hospital-Memphis SNF

Baptist Skilled Rehab Unit - Germantown

Bright Glade Health And Rehabilitation Center

Dove Health & Rehab Of Collierville

Grace Healthcare of Cordova

Graceland Nursing Center

Harbor View (f/k/a Court Manor)

Primacy Healthcare and Rehab (f/k/a Kindred)

Memphis Jewish Home

Methodist Healthcare Skilied Nursing Facility

Midsouth Health And Rehabilitation Center

Millington Healthcare Center

Poplar Point (f/k/a Overton Park)

Quality Care Center of Memphis

Rainbow Health & Rehab Of Memphis

Signature Healthcare at Saint Francis

Signature Healthcare at St. Peter Villa

Spring Gate Rehabilitation And Healthcare Center

The Highlands Of Memphis Health & Rehab

The Village At Germantown

Whitehaven Community Living Center

SUPPLEMENTAL-# 2
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Shelby County Nursing Homes with > 95% Average Annual Occupancy in 2011

Allen Morgan Health and Rehab Center

Applingwood Healthcare Center

Ashton Place Health & Rehab Center

Ave Maria Home

Baptist Memorial Hospital-Memphis SNF

Baptist Skilled Rehab Unit - Germantown

Bright Glade Health And Rehabilitation Center

Dove Health & Rehab Of Collierville

Grace Healthcare of Cordova

Graceland Nursing Center

Harbor View (f/k/a Court Manor)

Primacy Healthcare and Rehab (f/k/a Kindred)

Memphis Jewish Home

Methodist Healthcare Skilled Nursing Facility

Midsouth Health And Rehabilitation Center

Millington Healthcare Center

Poplar Point (f/k/a Overton Park)

Quality Care Center of Memphis

Rainbow Health & Rehab Of Memphis

Signature Healthcare of Memphis

Signature Healthcare at Saint Francis

Signature Healthcare at St. Peter Villa

Spring Gate Rehabilitation And Healthcare Center

The Highlands Of Memphis Health & Rehab

The Village At Germantown

Whitehaven Community Living Center
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4.
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Section C, Need, Item 6

Your response to this item is noted. However please clarify if the licensed

occupancy of 3% is correct in Year One with an average projected daily census
of 9.

Yes, those numbers are correct. It should be noted the “Proposed 30 Beds” table
assumes that the previously approved (CN1303-008A) 30 beds are opened
simultaneously witﬁ the 30 beds requested in this apylication. It is difficult to
accurately measure and project utilization on one set of 30 beds versus another in
the same facility. So the more accurate measurement of utilization is the “60 Bed
Facility” table. The latter reflects an overall occupancy of 50% in Year 1, and 92%
in Year 2.

Your response to this item is noted. What does “RCA" stand for?

“RCA” stands for Retirement Companies of America, LLC.

SUPPEEMENTAL- # 2
“November 26, 2013



SUPPLEMENTAL- # 2
November 26, 2013

AFFIDAVIT S0P
STATE OF TENNESSEE
COUNTY OF DAVIDSON
NAME OF FACILITY: The Farms at Bailey Station

I, Jerry W. Taylor, after first being duly sworn, state under oath that I am the applicant
named in this Certificate of Need application or the lawful agent thereof, that I have reviewed all
of the supplemental information submitted herewith, and that it is true, accurate, and complete.

Name (%/‘—//
/ /7/%%/; %

Title

Sworn to and subscribed before me this the ; ¢ 4:-& day of (\O Uﬂm{/)ﬂ/, 2013, a Notary

Public in and for Davidson County Tennessee. o “““:.;52;:{@ '

_.-e‘

Notary Publ
.
0

wON ¢

"‘mm

My Commission Expires: ?) - 7-0 f7 My Conynission Expis MR 2, SO0
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